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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent  of 
the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Examine  the  banks; 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure; 

•  Take  supervisory  actions  against  banks  that  do  not 
conform  to  laws  and  regulations  or  which  other¬ 
wise  engage  in  unsound  banking  practices,  in¬ 
cluding  removal  of  officers,  negotiation  of 
agreements  to  change  existing  banking  practices, 
and  issuance  of  cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and  invest¬ 
ment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks. 


The  Comptroller 

Eugene  A.  Ludwig  took  the  oath  of  office  on  April  5, 
1993,  as  the  27th  Comptroller  of  the  Currency. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as 
Director  of  the  Federal  Deposit  Insurance  Corporation 
and  the  Neighborhood  Reinvestment  Corporation.  The 
Comptroller  also  serves  as  a  member  of  the  Federal 
Financial  Institutions  Examination  Council. 

Mr.  Ludwig  joined  the  OCC  from  the  law  firm  of  Cov¬ 
ington  and  Burling  in  Washington,  D.C.,  where  he  was 
a  partner  beginning  in  1981 .  He  specialized  in  intellec¬ 
tual  property  law,  banking,  and  international  trade.  He 
has  written  numerous  articles  on  banking  and  finance 
for  scholarly  journals  and  trade  publications,  and 
served  as  a  guest  lecturer  at  Yale  and  Harvard  Law 
Schools  and  Georgetown  University’s  International  Law 
Institute. 

Mr.  Ludwig  grew  up  in  York,  Pennsylvania,  where  he 
attended  York  Suburban  High  School.  He  earned  a  B.A. 
magna  cum  laude  from  Haverford  College  in  Pennsyl¬ 
vania.  He  received  a  Keasbey  scholarship  to  attend 
Oxford  University,  where  he  studied  politics,  philoso¬ 
phy,  and  economics  and  earned  a  B.A.  and  M.A.  He 
holds  an  LL.B.  from  Yale  University,  where  he  served  as 
editor  of  the  Yale  Law  Journal  and  chairman  of  Yale 
Legislative  Services. 
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policy  statements,  decisions  on  banking  structure,  selected  speeches  and  testimony,  material  released  in  the  interpre¬ 
tive  letters  series,  statistical  data  and  other  information  of  interest  to  the  administration  of  national  banks.  Suggestions, 
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An  increase  in  noninterest  income  was  a  third  source 
of  the  growth  in  earnings  this  quarter.  Noninterest  in¬ 
come  was  $12.0  billion  in  the  third  quarter  of  1994,  an 
increase  of  $1 39  million  from  a  year  ago.  The  growth  in 
noninterest  income,  however,  was  smaller  due  to  a 
relatively  large  decline  in  earnings  from  trading  ac¬ 
tivities,  down  28  percent  from  the  third  quarter  last  year. 
Noninterest  income  from  trading  activities  has  been 
lower  for  all  quarters  of  1994  relative  to  1993.  Since  the 
large  decline  in  the  first  quarter  of  1994,  however, 
noninterest  income  from  trading  activities  has  been 
increasing.  Relative  to  the  second  quarter,  noninterest 
income  from  trading  activities  increased  19  percent. 

Due  to  rising  interest  rates,  national  banks  reported  net 
losses  from  the  sale  of  securities  in  the  third  quarter  of 
$207  million.  This  was  the  first  time  since  the  third 
quarter  of  1988  that  national  banks  reported  aggregate 
net  losses  rather  than  gains  from  the  sale  of  securities 
not  in  the  trading  account. 


Securities  holdings  of  national  banks  declined  for  the 
second  straight  quarter.  Total  securities  holdings  not  in 
trading  accounts,  as  reported  on  banks’  balance 
sheets,  decreased  by  $11.3  billion  in  the  third  quarter 
to  $428.8  billion.  This  exceeded  the  $6.8  billion  decline 
in  the  second  quarter.  Holdings  of  both  treasury  and 
mortgage-backed  securities  decreased  in  the  third 
quarter  (by  $8.8  billion  and  $5.4  billion  respectively), 
while  only  holdings  of  treasury  securities  decreased  in 
the  second  quarter.  The  continued  rise  in  market  inter¬ 
est  rates  in  the  third  quarter  further  eroded  the  market 
value  of  national  banks’  securities  holdings.  As  of  the 
end  of  the  third  quarter,  the  market  value  of  national 
banks’  securities  holdings  (in  both  the  available  for  sale 
and  held  to  maturity  accounts)  was  $10.3  billion,  or  2.4 
percent,  below  their  book  value.  At  the  end  of  the 
second  quarter,  the  market  value  of  national  banks’ 
securities  holdings  was  $8.0  billion,  or  1.8  percent, 
below  book  value. 


Loans  Up,  Securities  Down 

For  the  sixth  consecutive  quarter,  loans  outstanding  at 
national  banks  increased  in  the  third  quarter.  Loans 
increased  at  a  10.4  percent  annual  rate  in  the  quarter, 
up  from  an  annualized  growth  rate  of  8.2  percent  in  the 
second  quarter  and  9.9  percent  a  year  ago.  For  the 
sixth  consecutive  quarter,  all  three  major  categories  of 
loans  —  real  estate,  consumer,  and  commercial  and 
industrial  loans  (C&l)  —  grew.  C&l  and  consumer  loans 
rose  at  a  faster  pace  in  the  third  quarter  than  in  both  the 
second  quarter  of  1994  and  the  third  quarter  of  1993. 
Real  estate  loans  rose  in  the  third  quarter  of  1994  at  the 

same  pace  as  in  the  previous  quarter,  but  faster  than  a 
year  ago. 
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Securities  by  type 


$  Billions 


1990  1991  1992  1993  1994 


Prior  to  1991 ,  banks  did  not  report  their  holdings  of  privately  issued 
collateralized  mortgage  obligations. 


Source:  call  reports 


Capital 

National  banks  continue  to  build  their  capital.  Over  the 
last  year,  equity  capital  increased  by  $11.2  billion  to 
$1 72.0  billion  as  of  the  third  quarter  1 994.  The  increase 
in  equity  capital  in  the  third  quarter  was  $3.8  billion, 
compared  to  an  increase  of  $1.3  billion  in  the  second 
quarter.  The  larger  increase  in  the  third  quarter  was  due 
in  part  to  a  smaller  addition  to  the  charge  against  equity 
capital  for  unrealized  losses  on  available  for  sale 
securities.  Net  unrealized  gains  on  available  for  sale 
securities,  net  of  tax  effects,  decreased  equity  capital 
by  $0.5  billion  in  the  third  quarter,  compared  to  a 
decrease  of  $2.5  billion  in  the  second  quarter.  Relative 
to  the  second  quarter,  capital  ratios  rose  slightly  or  were 
flat  in  the  third  quarter.  The  equity  capital  ratio  rose  1 1 
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basis  points  in  the  third  quarter  to  7.81  percent,  the 
leverage  ratio  rose  3  basis  points  to  7.43  percent,  and 
the  risk-based  capital  ratio  remained  unchanged  at 
12.54  percent. 


Richard  Nisenson 

Regulatory  and  Statistical  Analysis 


Aggregate  performance  data  for  national  banks 
(Data  through  third  quarter  of  each  year) 


1989 


1990 


1991 


1992 


1993 


1994 


Industry  Structure 

Number  of  banks 

Number  of  banks  with  losses 

Number  of  failed/assisted  banks 


Income  Statement  ($  Billions) 

Year-to-Date 
Net  income 

Net  interest  income . 

Noninterest  income . 

Noninterest  expense . 

Loan  loss  provision . 

Gams  on  securities  sales,  net  . 

Extraordinary  income,  net  . 

Net  loan  loss . 

Third  Quarter 

Net  income . 

Net  interest  income . 

Noninterest  income . 

Noninterest  expense . 

Loan  loss  provision . 

Gams  on  securities  sales,  net  . 

Extraordinary  income,  net  . 

Net  loan  loss . 

Performance  Ratios  (%) 

Year-to-Date. 

Return  on  equity . 

Return  on  assets . 

Net  interest  margin . 

Loss  provision  to  loans . 

Net  loan  loss  to  loans . 

Noncurrent  loans  to  loans  . 

Loss  reserves  to  loans . 

Loss  reserves  to  noncurrent  loans . 

Loans  to  assets . 

Loans  to  deposits . 

Equity  to  assets . 

Estimated  leverage  ratio . 

Estimated  risk-based  capital  ratio 

Note:  1994  data  are  preliminary. 

Regulatory  and  Statistical  Analysis  (12/09/94) 


4,212 

594 

87 


10.39 

50.20 

23.74 

48.70 

10.58 

0.31 

0.31 

889 


1.81 

16.79 

8.34 

16.71 

5.37 

0.19 

0.04 

3.21 


12.47 

0.74 

3.56 

1.16 

0.98 

3.28 

2.46 

74.93 

64.97 

86.37 

5.95 

N/A 

N/A 


4,018 

573 

88 


7.38 
50  44 
25.52 
51.60 
13.72 
0.14 
0.10 
13.74 


1.41 

17.05 

8.52 

17.63 

5.49 

0.02 

0.02 

3.95 


8.47 

0.50 

3.44 

1.45 

1.46 
3.70 
2.50 

67.66 

64.59 

83.78 

6.06 

5.78 

8.66 


3,870 

545 

35 


7.02 

52.56 

26.59 

54.78 

15.45 

0.95 

0.72 

15.43 


1.69 

18.28 

9.09 

19.43 

5.79 

0.44 

0.09 

5.74 


7.67 

0.48 

3.57 

1.66 

1.66 

4.23 

2.66 

62.90 

62.05 

79.30 

6.30 

6.10 

9.81 


3,652 

282 

18 


13.11 

57.04 

29.90 

57.80 

12.15 

1.84 

0.24 

11.73 


468 

20.09 

10.40 

20.19 

4.21 

0.79 

0.07 

4.44 


13.30 

0.91 

3.95 

1.38 

1.33 

3.73 
2.81 

75.26 

60.57 

78.69 

7.13 

6.74 
11.19 


3,386 

181 

21 


19.27 

60.50 

33.77 

62.01 

7.04 

1.37 

1.59 

7.32 


6.93 

20.81 

11.86 

20.76 

2.12 

0.54 

0.03 

2.23 


17.04 
1.29 
4.04 
0.78 
0.82 
2.56 
2.63 
102.90 
60.05 
79.96 
7.80 
7.36 
12  46 


3,145 

108 

3 


20  16 
62.54 
34.09 
61.95 
4.22 
0.25 
-0.04 
4.35 


7.12 

21.64 

12.00 

21.31 

1.29 

-0.21 

0.00 

1.32 


16.31 
1.27 
3.95 
0.44 
0  45 
1.47 
2.34 
159.93 

60.54 
84.73 

7.81 

7.43 

12.54 
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Aggregate  condition  data  for  national  banks 


(Data  through  third  quarter  of  each  year) 


1989 

1990 

1991 

1992 

1993 

1994 

Balance  Sheet  ($  Billions) 

Assets . 

1 ,923.39 

1,982.82 

1,995.51 

1,979.50 

2,060  46 

2,203  93 

Loans  . 

1,249.54 

1,280.69 

1,238.32 

1,199  08 

1,237  33 

1,334  36 

Real  estate  (RE) 

454.99 

498.16 

502.52 

500.09 

512.53 

547  69 

Commercial  &  industrial  (C&l) 

386.75 

387.80 

356.73 

333  05 

338  64 

361  30 

Consumer  (Cnsmr) . 

245.10 

240.37 

232.52 

227 .57 

241.20 

27652 

Noncurrent  loans . 

41.02 

47.35 

52.36 

44  78 

31  63 

19  56 

Noncurrent  RE  loans . 

14.22 

21.88 

28  03 

25.04 

18.71 

11.66 

Noncurrent  C&l  loans . 

14.31 

15.65 

17.17 

13.33 

7.89 

406 

Noncurrent  cnsmr  loans . 

2.86 

0  24 

3.36 

3.27 

3.09 

287 

Other  real  estate  owned 

7.99 

12.64 

17.11 

1868 

13.05 

7  58 

Securities  not  in  trading  account* . 

291.57 

315.06 

344  21 

394  98 

430.59 

428  77 

Total  liabilities . 

1 ,808  88 

1,862.66 

1,869.71 

1,838  26 

1 ,899  67 

2,031.90 

Total  deposits . 

1 ,446  66 

1 ,528.60 

1,561.63 

1,523.74 

1 ,547.36 

1,574  86 

Domestic  deposits . 

1,250.51 

1,324  00 

1,372.25 

1,333.10 

1 ,336.26 

1,318.87 

Loan  loss  reserve . 

30.74 

32.04 

32.93 

33.70 

32.55 

31.28 

Equity  capital . 

114.43 

120.09 

125.81 

141  23 

160.79 

172.02 

Total  capital . 

N/A 

144.98 

153.22 

169  29 

192.36 

205  81 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes 

Assets . 

73.75 

3.26 

804 

-5.76 

53.68 

101  90 

Loans  . 

62.06 

6.58 

-40.27 

-32.19 

42.26 

63.69 

Noncurrent  loans . 

4.94 

6.34 

0.52 

-5.62 

-8.47 

-6.77 

Other  real  estate  owned  . 

1.25 

3.42 

2.66 

1.00 

-4  11 

-292 

Securities  not  in  trading  account* . 

16.24 

20.58 

31.27 

34  77 

26  75 

-8.34 

Total  liabilities . 

67.70 

-2.90 

2.46 

-19  77 

37.95 

94  86 

Total  Deposits . 

28.76 

22.98 

3.07 

-49  50 

-4.33 

-2.21 

Loan  loss  reserve . 

0.84 

-0.40 

-1.29 

-0.15 

-051 

-0.28 

Equity  capital . 

6.05 

6.16 

5.58 

14.01 

15.73 

7.04 

Total  capital . 

N/A 

N/A 

3.79 

14.05 

1901 

11.27 

Third  Quarter  Changes 

Assets . 

26.88 

-0.53 

31.01 

4.47 

46.60 

1861 

Loans  . 

27.69 

10.89 

-11.20 

-8.76 

29.86 

3391 

Noncurrent  loans . 

1.95 

3.66 

-2.37 

-2.39 

-2.93 

-1.75 

Other  real  estate  owned  . 

0.42 

1.93 

-0.37 

0.23 

-1.83 

-0  83 

Securities  not  in  trading  account* . 

7.05 

3.01 

15.16 

1344 

9.71 

-11.26 

Total  liabilities . 

26.41 

-0.98 

29.18 

0.20 

41.76 

14  81 

Total  deposits . 

13.55 

7.45 

26.79 

-18.71 

18  41 

10.52 

Loan  loss  reserve . 

2.16 

1.59 

-0.17 

-0.36 

004 

-0.02 

Equity  capital . 

0.48 

0.44 

1.84 

4.27 

4  84 

380 

Total  capital . 

N/A 

0.55 

1.05 

526 

563 

496 

'Beginning  in  1994,  securities  classified  by  banks  as  "held-to-maturity”  are  valued  at  their  amortized  cost,  and  securities  classified  as  “available-for-sale"  are  valued 
at  their  current  fair  value 

Note:  1994  data  are  preliminary.  Regulatory  and  Statistical  Analysis  (12/09/94) 
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Aggregate  performance  data  for  national  banks  by  size 
(Data  through  third  quarter  of  each  year) 


Under  $100M 

$100M-$1B 

$1B-$10B 

Over  $1  OB 

Total 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

2,048 

1,848 

1,136 

1,083 

166 

178 

36 

36 

3,386 

3,145 

132 

82 

38 

22 

11 

4 

0 

0 

181 

108 

17 

2 

4 

1 

0 

0 

0 

0 

21 

3 

0.88 

0.78 

2.89 

2.75 

6.16 

6.95 

9.34 

9.69 

19.27 

20  16 

3.08 

286 

9.73 

9.08 

18.69 

19.85 

29.00 

30.75 

60.50 

62.54 

0.96 

0.99 

3.12 

3.14 

11.20 

11.95 

18.48 

18.01 

33  77 

34  09 

2.78 

266 

8.21 

7.73 

19.13 

19.64 

31.90 

31.92 

62.01 

61.95 

0.11 

0.08 

0.72 

0.43 

2.30 

1.64 

3.91 

2.07 

7.04 

4.22 

0.05 

0.00 

0.13 

-002 

0.37 

0  04 

0.83 

0.23 

1.37 

0.25 

0.04 

0.00 

0.13 

0.00 

0.15 

0.00 

1.27 

-0.04 

1.59 

-0.04 

0.11 

0.07 

0.62 

0.37 

2.45 

1.77 

4.14 

2.14 

7.32 

4.35 

0.29 

0.26 

0.99 

0.95 

2.33 

2.46 

3.31 

3.44 

6.93 

7.12 

1.04 

0.99 

3.34 

3.17 

6.57 

6.90 

986 

10.58 

20.81 

21.64 

0.34 

0.34 

111 

1.05 

3.98 

4.21 

6.43 

6.39 

11.86 

12.00 

0.9b 

0.92 

2.86 

2.63 

6.57 

6.76 

10.39 

11.00 

20.76 

21.31 

0.03 

0.03 

0.19 

0.16 

0.70 

0.53 

1.19 

0.57 

2.12 

1  29 

0.02 

-0.01 

0.05 

-0.04 

0.14 

-0.06 

0.32 

-0.10 

0.54 

-0.21 

0.01 

0.00 

0.00 

0.00 

0.01 

0.00 

0.01 

0.00 

0.03 

0  00 

0.04 

0.02 

0.21 

0.13 

0.81 

0.54 

1.17 

0.63 

2.23 

1.32 

12.54 

12.04 

15.66 

15.01 

18.80 

19.05 

17.02 

15.54 

17.04 

1631 

1.22 

117 

1.32 

1.33 

1.46 

1.53 

1.19 

1.13 

1.29 

1  27 

4.27 

4.31 

4.43 

4.39 

4.42 

4.38 

3.70 

3.59 

4  04 

3  95 

0.31 

0.23 

0.57 

0.35 

0.92 

0.58 

0.81 

0.40 

0.78 

0  44 

0.30 

0.19 

0.50 

0.31 

0.97 

0.63 

0.86 

0.41 

0.82 

0.45 

1.60 

1.23 

1.58 

1.06 

2.20 

1.26 

307 

1.69 

2.56 

1.47 

1.78 

1.63 

1.96 

1.70 

2.89 

2.34 

2.73 

2.54 

2.63 

2  34 

111.01 

132.99 

124.09 

160.11 

131.21 

185.35 

88.99 

150.84 

102  90 

159  93 

50.87 

53.44 

57.90 

59.83 

59.76 

63.02 

61.63 

59.95 

60.05 

60  54 

5  7.99 

61.43 

68.95 

71.98 

79.33 

88.20 

86.34 

88.71 

79.96 

84.73 

9  82 

9.79 

864 

8.93 

7.97 

8.13 

7.30 

7.23 

7.80 

7  81 

9.  / 1 

9.95 

8.51 

8.92 

7.66 

7.83 

668 

6.69 

7.36 

12.46 

7  43 

18.45 

18  45 

14.83 

15.24 

12.96 

12.79 

11.39 

11.62 

12.54 

Industry  Structure 


Number  of  banks 

Number  of  banks  with  losses  . 

Number  of  failed/assisted  banks 


Income  Statement  ($  Billions) 

Year-to-Date 

Net  income . 

Net  interest  income  . 

Noninterest  income . 

Noninterest  expense . 

Loan  loss  provision . 

Gams  on  securities  sales,  net  . 

Extraordinary  income,  net  . 

Net  loan  loss  . 

Third  Quarter 
Net  income 

Net  interest  income . 

Noninterest  income . 

Noninterest  expense . 

Loan  loss  provision . 

Gains  on  securities  sales,  net  . 

Extraordinary  income,  net  . 

Net  loan  loss . 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity  . 

Return  on  assets . 

Net  interest  margin . 

Loss  provision  to  loans . 

Net  loan  loss  to  loans . 

Noncurrent  loans  to  loans  . 

Loss  reserves  to  loans . 

Loss  reserves  to  noncurrent  loans  . 

Loans  to  assets . 

Loans  to  deposits  . 

Equity  to  assets . 

Estimated  leverage  ratio 
Estimated  risk-based  capital  risk 

Note  1994  data  are  preliminary,  0  00  indicates 

Regulatory  and  Statistical  Analysis  (12/09/94) 
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Aggregate  condition  data  for  national  banks  by  size 
(Data  through  third  quarter  of  each  year) 


Under  $100M 

$100M-$1B 

$1B-$10B 

Over  $1 0B 

Total 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

Balance  Sheet  ($  Billions) 

Assets . 

96  30 

89.31 

29931 

281.93 

587.75 

625.51 

1077  10 

1207  18 

2060  46 

2203  93 

Loans  . 

48  99 

47.73 

173.29 

168.67 

351.22 

394.20 

663  84 

723  76 

1237  33 

1334  36 

Real  estate  (RE)  . 

26.88 

26.30 

94.93 

93.53 

143.60 

159.67 

247  12 

268  19 

512.53 

547  69 

Commercial  &  industrial  (C&l) . 

8.27 

7.87 

29.91 

27.81 

81.02 

85.34 

219  44 

240  29 

338  64 

361  30 

Consumer  (cnsmr) . 

843 

7.99 

39.38 

38.06 

97.03 

121.98 

96.36 

108  50 

241.20 

276  52 

Noncurrent  loans . 

0.78 

0.59 

2.73 

1.79 

7.74 

4.98 

2037 

12.21 

31.63 

19  56 

Noncurrent  RE  loans . 

0.41 

0.29 

1.57 

1.05 

4.72 

2.78 

12.01 

7.54 

18.71 

11  66 

Noncurrent  C&l  loans . 

0.31 

0.24 

0.84 

0.52 

1.58 

0.95 

5.15 

2.35 

7  89 

406 

Noncurrent  cnsmr  loans  . 

0.06 

0.05 

0.28 

0.20 

1.15 

1.06 

1.61 

1.56 

309 

287 

Other  real  estate  owned  . 

0.38 

0.24 

1.10 

0.65 

2.57 

1.11 

8.99 

5  58 

1305 

7  58 

Securities  not  in  trading  account’  . 

34.10 

31.21 

88.73 

83.03 

144.66 

144  60 

163.09 

169  93 

430  59 

428  77 

Total  liabilities . 

86.85 

80.56 

273.43 

256.75 

540.91 

574  64 

998  48 

1119  95 

189967 

2031  90 

Total  deposits . 

84.47 

77.69 

251.33 

234.35 

442.71 

446.92 

768  84 

815.90 

1547  36 

1574  86 

Domestic  deposits . 

84.47 

77.69 

251.04 

233.83 

435.14 

431.68 

565  62 

575.67 

1336  26 

131887 

Loan  loss  reserve . 

0.87 

0.78 

3.39 

2.86 

10.16 

9.22 

18.13 

18.42 

32  55 

31  28 

Equity  capital . 

9.46 

8.74 

25.87 

25.18 

46.85 

50.87 

78.62 

87.23 

160  79 

172  02 

Total  capital . 

10.01 

9.50 

27.80 

27.27 

52.38 

57.09 

102.17 

111.95 

192.36 

20581 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes 

Assets . 

-5.68 

-6.22 

-8.78 

-9.16 

14.17 

16.80 

53.96 

100  49 

53  68 

101  90 

Loans  . 

-1.31 

-0.59 

-2.02 

1.30 

15.84 

22.53 

29.74 

40.45 

42.26 

63.69 

Noncurrent  loans . 

-0.13 

-0.11 

-0.47 

-0  47 

-0.95 

-1.67 

-6.93 

-4.51 

-8  47 

-6  77 

Other  real  estate  owned  . 

-0.18 

-0.08 

-0.54 

-0.23 

-1.14 

-0.86 

-2.25 

-1.74 

-4  11 

-2.92 

Securities  not  in  trading  account*  . 

-1.62 

-2.64 

0.98 

-5.65 

9.45 

-1.77 

17  94 

1.71 

26  75 

-8  34 

Total  liabilities . 

-5.68 

-5.77 

-9.97 

-9.18 

9.86 

14.50 

43  74 

95.31 

37  95 

94  86 

Total  deposits . 

-5.98 

-6.20 

-13.23 

-11.38 

0.92 

-0.62 

13  96 

21  99 

-4.33 

-2.21 

Loan  loss  reserve . 

-0.08 

-0.06 

-0.09 

-0.29 

-0.04 

-0  48 

-0.30 

0.55 

-0.51 

-0.28 

Equity  capital . 

-0.00 

-0.45 

1.19 

0.01 

4.31 

2.30 

10.22 

5.18 

15.73 

7.04 

Total  capital . 

0.01 

-0.22 

1.23 

0.60 

558 

3.48 

12.20 

7.40 

19.01 

11.27 

Third  Quarter  Changes 

Assets . 

-3.67 

-2.38 

7.03 

-2.84 

36.05 

1.49 

7.19 

22.34 

46  60 

1861 

Loans  . 

-1.33 

-0.23 

4.36 

0.11 

19.01 

7.95 

7.82 

26  08 

29.86 

33.91 

Noncurrent  loans . 

-0.08 

-0.02 

0.00 

-0.15 

0.13 

-049 

-2.98 

-1.09 

-2  93 

-1.75 

Other  real  estate  owned  . 

-0.08 

-0.03 

-0.19 

-0.05 

-0  48 

-0.23 

-1.09 

-0.52 

-1.83 

-0.83 

Securities  not  in  trading  account*  . 

-1.92 

-1.57 

1.82 

-3.65 

10.33 

-529 

-0.52 

-0  75 

9.71 

-11.26 

Total  liabilities . 

-3.48 

-2.17 

6.24 

-2.78 

33.55 

1.09 

5.46 

1867 

41.76 

14.81 

Total  deposits . 

-3  44 

-2.29 

4.12 

-1.62 

24.18 

-5.10 

-6  45 

19.53 

1841 

1052 

Loan  loss  reserve . 

-0.06 

-0.02 

0.08 

-0.10 

0.33 

-0.25 

-0.31 

0.35 

0.04 

-0  02 

Equity  capital . 

-0.19 

-0.22 

0.79 

-0.05 

2.50 

0.40 

1.73 

3.67 

4  84 

3.80 

Total  capital . 

-0.21 

-0.16 

0.87 

-0  04 

235 

049 

2.63 

4  66 

5.63 

4  96 

’Beginning  in  1994,  securities  classified  by  banks  as  "held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  as  “available-for-sale"  are  valued 


at  their  current  fair  value. 

Note:  1994  data  are  preliminary.  Regulatory  and  Statistical  Analysis  (12/09/94) 
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Aggregate  performance  data  for  national  banks  by  region 
(Data  through  third  quarter  of  1994) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Industry  Structure 

Number  of  banks  . 

351 

430 

668 

559 

755 

382 

3,145 

Number  of  banks  with  losses 

11 

12 

10 

9 

28 

38 

108 

Number  of  failed/assisted  banks 

0 

0 

0 

1 

0 

2 

3 

Income  Statement  ($  Billions) 

Year-to-Date 

Net  income  . 

6.35 

3.30 

3.27 

1.80 

1.67 

3.77 

20.16 

Net  interest  income 

19.89 

10.19 

10.34 

4.70 

554 

11.88 

62  54 

Noninterest  income . 

12.94 

4.32 

4.06 

3.38 

2.62 

6.78 

34  09 

Noninterest  expense . 

21.72 

9.24 

9.00 

4.87 

5.61 

11.51 

61  95 

Loan  loss  provision 

1.93 

0.39 

0.54 

043 

0.10 

0.83 

4.22 

Gams  on  securities  sales,  net  . 

0.29 

0.04 

-0.01 

0.01 

-0.04 

-0.04 

0.25 

Extraordinary  income,  net 

-0.03 

0.00 

-0.01 

0.00 

000 

0.00 

-0.04 

Net  loan  loss . 

2.08 

0.37 

0.47 

0.41 

0.08 

0.95 

4.35 

Third  Quarter 

Net  income  . 

2.36 

1.15 

1.08 

0.64 

0.51 

1.37 

7.12 

Net  interest  income . 

6.95 

3.54 

3.51 

1.68 

1.89 

4.08 

21  64 

Noninterest  income 

4.68 

1.50 

1.38 

1.18 

0.88 

2.39 

12.00 

Noninterest  expense 

7.58 

3  15 

3.07 

1.68 

1.91 

3.91 

21.31 

Loan  loss  provision 

0.48 

0.13 

0.19 

0.16 

0.08 

0.24 

1.29 

Gains  on  securities  sales,  net  . 

-0.05 

-0.02 

-0.03 

-0.01 

-0.05 

-0.04 

-0  21 

Extraordinary  income,  net 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0  00 

Net  loan  loss . 

0.57 

0.13 

0.16 

0.15 

0.03 

0.27 

1.32 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity  . 

16.04 

16  48 

16.01 

20.49 

13.76 

16.67 

16  31 

Return  on  assets  .  . 

1.20 

1.20 

1.25 

1.68 

1.11 

1.44 

1  27 

Net  interest  margin  .... 

3.76 

3.72 

3.95 

4.38 

3.68 

4.56 

3  95 

Loss  provision  to  loans  .  . 

0.61 

0.23 

0.34 

0.65 

0.13 

0  47 

0  44 

Net  loan  loss  to  loans  .  .  . 

0.66 

0.22 

0.29 

0.61 

0  10 

0  54 

0  45 

Noncurrent  loans  to  loans 

2.13 

0.94 

1.00 

1.00 

0.91 

1  61 

1  47 

Loss  reserves  to  loans  .  .  . 

2.72 

1.83 

1.90 

1.95 

1.73 

2.98 

2  34 

Loss  reserves  to  noncurrent  loans . 

127.59 

195.14 

191.04 

193.72 

190.09 

184.77 

159  93 

Loans  to  assets . 

58.31 

60.92 

60.74 

62.67 

53.20 

67.93 

60  54 

Loans  to  deposits  ... 

85.73 

86.36 

84.65 

89.67 

66.29 

90.54 

84  73 

Equity  to  assets . 

7.57 

7.26 

7.72 

8.31 

8  19 

8  55 

7  81 

Estimated  leverage  ratio 

7.11 

7.17 

7.65 

8.30 

7  76 

7  62 

7  43 

Estimated  risk-based  capital  ratio . 

12.55 

11.67 

12.61 

13.37 

13.61 

12.52 

12.54 

Note  1994  data  are  preliminary.  0.00  indicates  an  amount  of  less  than  $5  million 
Regulatory  and  Statistical  Analysis  (12/09/94) 
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Aggregate  condition  data  for  national  banks  by  region 
(Data  through  third  quarter  of  each  year) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Balance  Sheet  ($  Billions) 

Assets . 

753.69 

378.66 

366  75 

145  65 

201  85 

357  32 

2,203  93 

Loans  . 

439  49 

230  69 

222.77 

91.27 

107  40 

242  74 

1 ,334  36 

Real  estate  (RE)  . 

159.94 

112.78 

89  79 

32.01 

46.33 

106  84 

547  69 

Commercial  &  industrial  (C&l) . 

139.21 

53.57 

58  08 

20.80 

30.53 

59.11 

361.30 

Consumer  (cnsmr) . 

8087 

44.08 

54.56 

26.61 

21  42 

48  99 

276  52 

Noncurrent  loans . 

9.37 

2.16 

2.22 

0.92 

098 

3.92 

1956 

Noncurrent  RE  loans . 

5.43 

1.45 

1.14 

0.37 

0.54 

2  73 

11  66 

Noncurrent  C&l  loans . 

1.80 

0.47 

065 

0.24 

0.30 

060 

406 

Noncurrent  cnsmr  loans  . 

1.58 

0.18 

0.36 

0.25 

0.10 

040 

2.87 

Other  real  estate  owned  . 

4.61 

0.89 

048 

0.22 

0.36 

1.03 

7  58 

Securities  not  in  trading  account* . 

125  44 

79  99 

76.23 

32.67 

63.92 

50.52 

428  77 

Total  liabilities . 

696.64 

351.18 

338.44 

133.54 

185.32 

326.77 

2,031  90 

Total  deposits . 

512.66 

267.13 

263.16 

101.79 

162.02 

268  12 

1,574  86 

Domestic  deposits . 

333.03 

251.88 

237  51 

100  44 

159.05 

23697 

1,31887 

Loan  loss  reserve . 

11.95 

4.21 

4.24 

1.78 

1.86 

7.24 

31  28 

Equity  capital . 

57.04 

27.48 

28.31 

12.11 

16.53 

30.55 

172  02 

Total  capital . 

72.21 

31.55 

34.31 

13.94 

17  45 

36  36 

205.81 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes 

Assets . 

62.74 

13.00 

7.66 

2.74 

-0  46 

16.21 

101.90 

Loans  . 

21.65 

12.06 

6.15 

4.37 

7.01 

12  44 

63.69 

Noncurrent  loans . 

-2.67 

-0.78 

-0.67 

-0.26 

-0.13 

-2.26 

-6  77 

Other  real  estate  owned  . 

-1.54 

-0.37 

-0.43 

-0  04 

-0.24 

-0.30 

-2  92 

Securities  not  in  trading  account* . 

1.28 

-6.83 

2.19 

-1.85 

-2.77 

-0.36 

-8  34 

Total  liabilities . 

57.45 

12.70 

8.11 

2.10 

-0.95 

15  46 

94  86 

Total  deposits . 

11.30 

-1.30 

-5.72 

-4.24 

-3.39 

1  15 

-2.21 

Loan  loss  reserve . 

-0.06 

-0.03 

-0.14 

0.04 

0.04 

-0.12 

-0.28 

Equity  capital . 

5.29 

0.30 

-0.45 

0.64 

0.50 

0  76 

7.04 

Total  capital . 

6.62 

1.39 

-0.36 

1.26 

1.08 

1.28 

11.27 

Third  Quarter  Changes 

Assets . 

-0.32 

482 

5.82 

399 

045 

3.85 

1861 

Loans  . 

8.76 

2.79 

5.50 

4.15 

4.71 

801 

33.91 

Noncurrent  loans . 

-0.77 

-0.23 

-0.06 

-0.03 

-0.06 

-0.60 

-1.75 

Other  real  estate  owned . 

-0.51 

-0.07 

-0.06 

-0.01 

-0  08 

-0.10 

-0  83 

Securities  not  in  trading  account* . 

0.61 

-3.21 

-1.66 

-1.04 

-347 

-2.50 

-11.26 

Total  liabilities . 

-2.95 

5.06 

5.45 

3.47 

034 

343 

1481 

Total  deposits . 

5.38 

-0.73 

3.25 

1.69 

0  25 

068 

10.52 

Loan  loss  reserve . 

-0.02 

-0.04 

0.02 

0.02 

0.06 

-0.06 

-0.02 

Equity  capital . 

2.63 

-0.24 

0.37 

0.52 

0  11 

0  42 

380 

Total  capital . 

2.95 

-0.07 

0.54 

0.60 

0.26 

0.67 

4.96 

’Beginning  in  1994,  securities  classified  by  banks  as  "held-to-maturity”  are  valued  at  their  amortized  cost,  and  securities  classified  as  "available-for-sale"  are  valued 
at  their  current  fair  value. 

Note:  1994  data  are  preliminary.  Regulatory  and  Statistical  Analysis  (12/09/94) 
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Definitions 


Glossary 


Commercial  Real  Estate  Loans:  Loans  secured  by  nonfarm,  nonresidential  properties. 

Construction  Loans:  Loans  for  construction  and  land  development. 

Extraordinary  Income,  Net:  Net  after-tax  income  from  events  and  transactions  that  are  “unusual  and  infrequent." 

Failed/Assisted  Banks:  National  banks  that  have  been  closed  by,  or  have  received  financial  assistance  from,  the 
Federal  Deposit  Insurance  Corporation  (FDIC). 

Gains  on  Securities  Sales  Net:  Net  pre-tax  realized  gains  (losses)  on  securities  not  held  in  trading  account. 
Leverage  Ratio:  Ratio  of  estimated  Tier  1  capital  to  estimated  tangible  total  assets. 

Loans:  Total  loans  and  leases  less  unearned  income. 

Net  Loan  Losses:  Total  loans  and  leases  charged  off  (removed  from  balance  sheet  because  of  uncollectibility) 
during  the  period,  less  amounts  recovered  on  loans  and  leases  previously  charged  off. 

Loan  Loss  Reserve:  The  allowance  for  loan  and  lease  losses. 

National  Banks:  Nationally  chartered  commercial  banks,  trust  companies  without  deposits,  nonbank  banks,  and 
credit  card  banks  in  the  United  States  and  its  territories  that  are  insured  by  either  the  Bank  Insurance  Fund  or  the 
Savings  Association  Insurance  Fund  of  the  FDIC  and  filed  a  call  report. 

Noncurrent  Loans:  The  sum  of  loans  and  leases  90  days  or  more  past  due  plus  nonaccrual  loans. 

Net  Interest  Margin:  Net  interest  income  as  a  percent  of  average  assets. 

Other  Real  Estate  Owned  (OREO):  Real  estate  acquired  by  a  bank  for  debts  previously  contracted  (i.e.,  foreclosed 
real  estate).  Also  includes  property  formerly  used  or  intended  for  use  for  banking  purposes. 

Regions >.  Northeastern  (NE)  Connecticut,  Delaware,  District  of  Columbia,  Maine,  Maryland,  Massachusetts,  New 

Hampshire  I ^ew  J®rseY.  New  York,  Pennsylvania,  Puerto  Rico,  Rhode  Island,  Vermont,  Virgin  Islands;  Southeastern 
i  ,^fma’  '  l°rida,  Georgia,  Mississippi,  North  Carolina,  South  Carolina,  Tennessee,  Virginia,  West  Virginia; 
Central  (CE)  Illinois,  Indiana,  Kentucky,  Michigan,  Ohio,  Wisconsin;  Midwestern  (MW)  —  Iowa,  Kansas, 
Minnesota,  Missouri,  Nebraska,  North  Dakota,  South  Dakota;  Southwestern  (SW)  —  Arkansas,  Louisiana,  New 
Mexico,  Oklahoma,  Texas;  Western  (WE)  — Alaska,  Arizona,  California,  Colorado,  Guam,  Hawaii,  Idaho,  Montana, 
Nevada,  Oregon,  Utah,  Washington,  Wyoming.  Each  bank  in  a  multinational  bank  holding  company  is  included  in 

the  region  in  which  the  bank  is  located. 

Residential  Real  Estate:  Loans  secured  by  one-  to  four-family  and  multifamily  (five  or  more)  residential  properties. 

Risk-based  Capital  Ratio:  Ratio  of  estimated  total  capital  to  estimated  risk-weighted  assets. 

Securities  Not  in  Trading  Account:  Total  securities  excluding  those  held  in  trading  accounts.  Beginning  in  1994, 
securities  classified  by  banks  as  “held-to-maturity”  are  valued  at  their  amortized  cost,  and  securities  classified  as 
available-for-sale  are  valued  at  their  current  fair  value. 

Total  Capital:  The  sum  of  Tier  1  and  Tier  2  capital  reported  on  call  report  schedule  RC-R. 


Computation  Methodology 

Current  quarter  income  statement  items  were  calculated  by  summing  the  difference  between  the  year-to-date  and 

rnnct^UMriHlrteH  nTbe,S  °f  each  item  for  a"  banks  that  filed  a  current  Quarter  call  report.  For  performance  ratios 
w  thl  nifinH  y  Jlvld,ng  an  ir\c?me1  statement  (f|ow)  'tern  by  a  balance  sheet  (stock)  item,  the  income  statement  item 
»zrniad  (multiplied  by  the  number  of  periods  in  a  year)  and  the  average  of  the  balance  sheet 
i  >m  for  the  period  (beginnmg-of-period  amount  plus  end-of-period  amount  divided  by  two)  was  used. 
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How  Did  Banks  React  to  the  Risk-Based 
Capital  Standards?  


by  Kevin  Jacques  and  Peter  Nigro 
Economics  and  Evaluation  Division 

Introduction 

During  the  1970s,  the  capital  position  of  many  banking 
institutions  eroded  significantly.  To  address  this  ero¬ 
sion,  in  December  1981,  the  bank  regulators  issued 
explicit  minimum  capital  standards  for  banks  and  bank 
holding  companies.1  These  standards  required  banks 
to  hold  capital  at  least  equal  in  amount  to  a  fixed 
percentage  of  their  assets.  Although  these  standards 
have  been  given  credit  for  increasing  capital  ratios,  the 
1980s  saw  a  significant  increase  in  both  the  number 
and  cost  of  bank  failures.  A  weakness  of  the  minimum 
capital  standards  was  that  they  failed  to  take  into  ac¬ 
count  the  risk  in  a  bank’s  portfolio  of  assets;  high-risk 
assets  required  no  more  capital  than  low-risk  assets. 

In  July  1988,  the  bank  regulators,  as  part  of  the  inter¬ 
national  Basle  Committee  on  Banking  Regulation  and 
Supervisory  Practices,  announced  the  adoption  of  the 
risk-based  capital  standards.  The  purpose  of  the  risk- 
based  standards  was  to  make  bank  capital  require¬ 
ments  sensitive  to  the  risk  in  a  bank’s  portfolio  of  assets 
and  off-balance  sheet  activities.  To  date,  the  risk-based 
capital  standards  appear  to  have  been  at  least  partially 
effective  in  increasing  bank  capital  ratios.  Since  1991, 
the  equity-asset  ratio  for  all  commercial  banks  in¬ 
creased  from  6.75  percent  to  8.01  percent  in  1993, 
while  the  risk-based  capital  ratio  increased  from  10.67 
percent  to  13.17  percent  over  the  same  period. 

Although  adoption  of  the  risk-based  standards  has 
focused  attention  on  capital  levels,  little  if  any  attention 
has  been  given  to  the  corresponding  level  of  risk  in 
bank  portfolios  and  how  the  adoption  of  the  risk-based 
capital  standards  may  have  impacted  bank  risk  levels. 
Surprisingly,  some  theoretical  and  empirical  research 
suggests  that  increasing  regulatory  capital  standards 
might  cause  banks  to  increase,  rather  than  decrease, 
portfolio  risk.  Furthermore,  higher  bank  capital  levels 
do  not,  by  themselves,  guarantee  that  banks  are  ade¬ 
quately  capitalized.  From  a  public  policy  perspective, 
the  important  issue  is  what  amount  of  capital  a  bank 
holds  relative  to  its  level  of  risk. 


’For  a  discussion  of  the  history  of  capital  standards,  see  Alfriend 
(1988). 


In  this  article,  we  examine  the  impact  the  recently 
implemented  risk-based  standards  have  had  on  both 
bank  capital  and  portfolio  risk.  To  explore  these  rela¬ 
tionships,  we  use  a  statistical  model  that  measures  the 
interdependencies  between  bank  capital  and  portfolio 
risk,  looking  at  how  changes  in  capital  affect  how  much 
risk  a  bank  takes  and  how  changes  in  risk  influence  the 
amount  of  capital  a  bank  holds.  We  find  that  the  risk- 
based  capital  standards  brought  about  significant  in¬ 
creases  in  the  capital  of  well-capitalized  banks.  In 
addition,  these  banks  significantly  reduced  their  level 
of  risk  in  response  to  implementation  of  the  risk-based 
standards.  Flowever,  we  also  find  that  implementation 
of  the  risk-based  capital  standards  had  no  significant 
impact  on  the  capital  or  risk  levels  of  undercapitalized 
banks. 

Capital  and  Risk 

In  recent  years,  a  number  of  theoretical  and  empirical 
studies  have  examined  the  relationship  between  bank 
capital  and  portfolio  risk.  For  example,  Kahane  (1977), 
Koehn  and  Santomero  (1980),  and  Kim  and  Santomero 
(1988)  argue  that  regulatory  capital  standards  may 
have  the  unintended  effect  of  causing  banks  to  engage 
in  increasingly  risky  behavior.  The  authors  contend  that 
this  occurs  because  regulatory  capital  constraints 
make  portfolio  risk  a  substitute  for  financial  leverage. 
Thus,  an  increase  in  regulatory  capital  standards  will 
increase  bank  capital,  decrease  leverage,  and  lead 
banks  to  increase  the  level  of  risk  in  their  portfolios.  In 
contrast,  Furlong  and  Keeley  (1989)  and  Keeley  and 
Furlong  (1990)  argue  that,  when  the  effects  of  the 
deposit  insurance  option  are  included  in  the  analysis, 
increased  capital  standards  will  not  cause  banks  to 
increase  portfolio  risk. 

With  regard  to  risk-based  capital  regulation,  Kim  and 
Santomero  (1988)  and  Kendall  and  Levonian  (1992) 
have  examined  how  risk-based  capital  standards  can 
influence  bank  risk  taking.  The  findings  of  Kendall  and 
Levonian  are  particularly  interesting,  because  they 
conclude  that  under  certain  conditions,  risk-based 
capital  standards  may  cause  banks  to  choose  high-risk 
assets.  Recent  empirical  work  by  Haubrich  and 
Wachtel  (1993)  suggests  that  implementation  of  the 
Basle  risk-based  capital  standards  caused  significant 
changes  in  the  composition  of  bank  portfolios  How¬ 
ever,  their  paper  does  not  address  the  impact  of  those 
changes  on  overall  portfolio  risk 
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Risk-Based  Capital  Standards 

In  July  1988,  the  Basle  Committee  on  Banking  Regula¬ 
tion  and  Supervisory  Practices,  composed  of  repre¬ 
sentatives  from  12  major  industrialized  countries, 
approved  the  adoption  of  a  risk-based  capital  standard 
for  banks  in  members’  respective  countries  2  Prior  to 
the  implementation  of  the  risk-based  standards,  U.S. 
banks  were  subject  to  a  requirement  that  they  hold  a 
minimum  fixed  percentage  of  their  assets  in  the  form  of 
capital,  regardless  of  the  level  of  risk  in  their  portfolio. 

Beginning  on  December  31 , 1 990,  the  risk-based  capi¬ 
tal  standards  supplemented  the  existing  capital  re¬ 
quirement.  The  primary  purpose  of  the  risk-based 
standards  was  to  require  banks  to  hold  capital  in  ac¬ 
cordance  with  the  perceived  credit  risk  in  their  portfolio. 
As  such,  the  risk-based  standards  link  capital  to  risk  by 
assigning  risk  weights  to  broad  categories  of  assets. 
Currently,  the  risk-based  standards  contain  four  risk- 
weight  categories:  0  percent,  20  percent,  50  percent, 
and  100  percent.  Low  credit  risk  assets,  such  as  cash 
and  U.S.  government  securities,  are  considered  to 
have  no  default  risk  and  are  assigned  to  the  0  percent 
risk  category.  At  the  other  extreme,  higher  credit  risk 
assets  such  as  commercial  loans,  are  assigned  to  the 
100  percent  risk  weight  category.  Having  assigned 
individual  assets  to  the  appropriate  risk-weight  cate¬ 
gory,  the  bank  computes  its  total  risk-adjusted  assets 
by  summing  its  risk-weighted  assets  (the  dollar  volume 
of  each  asset  multiplied  by  the  corresponding  risk 
weight)3 

As  a  final  step,  capital  must  be  held  as  a  percentage 
of  the  total  risk-weighted  assets.  Effective  December 
31,  1990,  banks  were  required  to  hold  a  minimum  7.25 
percent  of  their  risk-weighted  assets  in  the  form  of 
capital;  as  of  the  end  of  1 992,  the  minimum  risk-based 
standard  increased  to  8  percent.  Other  things  being 
equal,  the  greater  the  credit  risk  in  a  bank’s  portfolio, 
the  greater  the  total  risk-weighted  assets,  and  the 
greater  the  level  of  capital  that  the  bank  must  hold 
against  its  portfolio. 

Model  Specification 

Recent  empirical  work  by  Shrieves  and  Dahl  (1992) 
finds  that  bank  capital  levels  and  portfolio  risk  are 
simultaneously  and  positively  related:  increases  in 


2 

These  countries  are  Belgium,  Canada,  France,  Germany,  Italy, 
Japan,  Luxumborg,  the  Netherlands,  Sweden,  Switzerland,  the 
United  Kingdom,  and  the  United  States. 

The  risk-based  capital  standards  also  incorporate  off-balance  sheet 
activities  This  is  done  by  converting  the  dollar  value  of  the  off-bal¬ 
ance  sheet  items  to  an  on-balance  sheet  credit  exposure.  The 
on-balance  sheet  exposure  is  then  multiplied  by  the  corresponding 
risk  weight  and  added  to  the  bank's  total  risk-weighted  assets. 


capital  levels  lead  to  increasing  levels  of  portfolio 
risk,  and  increases  in  portfolio  risk  lead  to  increases  in 
bank  capital  levels.  As  stated  above,  a  positive  asso¬ 
ciation  between  portfolio  risk  and  capital  may  occur  if 
banks  use  portfolio  risk  as  a  substitute  for  leverage.  On 
the  other  hand,  a  negative  correlation  may  result  if 
banks  increase  risk  while  minimizing  the  amount  of 
capital  they  hold.  Our  interest  is  not  only  in  how  portfolio 
risk  and  capital  may  be  related,  but  also  what  impact 
the  risk-based  capital  standards  may  have  had  on 
them. 

To  examine  these  issues,  we  modified  the  simultaneous 
equation  model  developed  by  Shrieves  and  Dahl 
(1992)  to  incorporate  the  risk-based  capital  standards. 
With  variables  specified  to  explain  changes  in  capital 
and  risk,  the  model  consists  of  the  following: 

(1)  ACAPITALj.t  =  f(ASSETS,  HOLDING  COMPANY 

STATUS,  LEVERAGE,  ARISK, 

INCOME,  DEPOSITS,  LAG 

CAPITAL,  REGULATORY 

PRESSURE). 

(2)  ARISKj.t  =  g(ASSETS,  HOLDING  COMPANY 

STATUS,  LEVERAGE,  ACAPITAL, 

DEPOSITS,  LAG  RISK, 

REGULATORY  PRESSURE). 

where  ACAPITALj.t  and  ARISKj.t  are  the  changes  in 
capital  and  portfolio  risk,  respectively,  for  bank  j  at  time 
t.  In  our  model,  changes  in  capital  and  risk  are  influ¬ 
enced  by  a  number  of  explanatory  variables  including: 
the  total  assets  of  the  bank  (ASSETS),  whether  the  bank 
is  affliated  with  a  multibank  holding  company  (HOLD¬ 
ING  CO.),  changes  in  risk  and  capital,  the  banks’  levels 
of  capital  (LAG  CAPITAL)  and  risk  (LAG  RISK)  in  the 
previous  time  period,  and  the  degree  of  regulatory 
pressure.  Here,  ASSETS  are  measured  as  the  natural 
log  of  a  bank’s  total  assets  and  HOLDING  COMPANY 
is  a  dummy  variable  that  equals  one  for  banks  belong¬ 
ing  to  a  multibank  holding  company.  The  change  in  risk 
and  change  in  capital  are  included  to  measure  the 
possible  simultaneous  relationship  between  capital 
and  risk.  In  addition,  INCOME  equals  the  ratio  of  in¬ 
come  to  total  assets  in  the  previous  time  period  and  is 
included  to  measure  the  influence  of  profitability  on 
changes  in  risk  and  capital.  DEPOSITS  measures  the 
change  in  a  bank’s  deposits  to  assets  ratio.  This  vari¬ 
able  is  included  to  measure  the  impact  of  changes  in 
deposits  on  capital  and  risk. 

The  leverage  ratio  (LEVERAGE)  is  also  included  as  a 
variable  to  explain  changes  in  capital  and  risk.  As  Baer 
and  McElravey  (1993a)  note,  concurrent  with  the  adop¬ 
tion  of  the  risk-based  capital  standards  came  changes 
in  the  calculation  of  the  leverage  ratio.  Specifically,  U.S. 
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banks  with  a  CAMEL  rating  of  1  were  required  to  hold 
a  minimum  of  3  percent  of  their  balance  sheet  assets 
in  the  form  of  Tier  1  capital.4  Banks  not  rated  CAMEL 
1 ,  or  those  with  significant  credit  or  other  types  of  risk, 
were  required  to  meet  even  higher  leverage  ratios,  at 
least  100  to  200  basis  points  above  the  minimum.  Thus, 
a  dummy  variable  for  banks  with  a  leverage  ratio  of  less 
than  5  percent  is  included,  because  if  a  bank  is  con¬ 
strained  by  the  leverage  ratio,  it  would  be  expected  to 
increase  its  total  capital-asset  ratio,  regardless  of  the 
risk-based  standards. 

Following  previous  research,  we  measured  capital  as 
the  ratio  of  equity  capital  to  total  assets.  Measurement 
of  portfolio  risk  is  more  difficult,  and  the  literature  on  risk 
measurement  suggests  a  number  of  different  ways,  all 
of  which  are  subject  to  some  criticism.  Following  Avery 
and  Berger  (1991),  McManus  and  Rosen  (1991),  and 
Berger  (1992),  we  use  total  risk-weighted  assets  as  a 
percentage  of  total  assets  in  measuring  portfolio  risk. 
Avery  and  Berger  have  shown  that  this  ratio  correlates 
with  risky  behavior,  while  McManus  and  Rosen  argue 
that  it  is  superior  to  other  measures  such  as  net  charge- 
offs.5 

Of  particular  interest  in  this  study  are  the  regulatory 
pressure  variables.6 *  In  this  paper,  we  use  two  variables 
to  signal  the  degree  of  regulatory  pressure  brought 
about  by  the  risk-based  capital  standards.  Specifically, 
the  regulatory  pressure  variable  is  defined  as  the  differ¬ 
ence  between  the  inverse  of  bank  j’s  risk-based  capital 
ratio  (RBCj)  and  the  inverse  of  the  regulatory  minimum 
risk-based  ratio  of  7.25  percent.  Because  banks  with 
risk-based  capital  ratios  above  and  below  the  7.25 
percent  threshold  may  react  to  the  standards  differ¬ 
ently,  we  partitioned  the  regulatory  pressure  variable 
into  two  variables,  RPG  and  RPL.  RPL  equals  ( 1  /RBCj 
-  1/7.25)  and  is  positive  for  all  banks  whose  risk-based 
capital  ratio  is  less  than  7.25  percent,  and  0  for  all  banks 
with  risk-based  ratios  above  the  minimum.  Banks  with 
positive  RPL  are  under  considerable  regulatory  pres¬ 
sure  to  increase  their  capital  ratios,  because  they  did 
not  meet  the  minimum  risk-based  capital  standard  at 
the  end  of  1990.  Therefore,  we  expect  RPL  to  be 
positively  related  to  changes  in  capital  and  negatively 
related  to  changes  in  portfolio  risk,  because  banks  can 


4Tier  1  capital  is  comprised  mainly  of  common  stockholders  equity, 
but  also  includes  noncumulative  perpetual  preferred  stock  and  mi¬ 
nority  interest  in  consolidated  subsidiaries  less  goodwill. 

5Other  studies,  such  as  Berger  (1992)  and  Shrievesand  Dahl  (1992), 

use  nonperforming  loans  as  a  percentage  of  assets  as  a  measure  of 
portfolio  risk  Using  this  definition  of  risk  did  not  change  the  conclu¬ 
sions  of  our  analysis. 

f,Previous  studies,  such  as  those  by  Mingo  (1975),  Dietrich  and 
James  (1983),  and  McManus  and  Rosen  (1991),  have  used  ratios 
involving  a  bank's  capital  level  and  the  regulatory  minimum  standards 

as  a  way  of  calculating  the  degree  of  regulatory  pressure. 


meet  the  minimum  risk-based  standards  by  either  rais- 

7 

ing  capital  or  reducing  risk-weighted  assets. 

A  second  regulatory  pressure  variable,  RPG,  equals 
( 1  /RBCj  -  1/7.25)  and  is  negative  for  all  banks  whose 
risk-based  ratio  is  greater  than  7.25  percent,  and  0  for 
all  banks  with  risk-based  capital  ratios  below  7.25 
percent.  While  banks  with  risk-based  capital  ratios  in 
excess  of  7.25  percent  were  not  explicitly  capital  con¬ 
strained,  implementation  of  the  risk-based  standards 
may  have  significantly  affected  their  level  of  capital  or 
portfolio  risk.  Since  these  banks  already  meet  the  mini¬ 
mum  risk-based  standards,  they  may  choose  to  reduce 
capital  or  increase  their  level  of  portfolio  risk.8  Alterna¬ 
tively,  as  Hancock  and  Wilcox  (1992),  Furlong  (1992), 
and  Baer  and  McElravey  (1993b)  note,  banks  may 
increase  their  capital  position  as  a  buffer  against 
shocks  to  equity.  Because  banks  must  meet  the  risk- 
based  capital  standards  on  a  continuous  basis,  imple¬ 
mentation  of  the  risk-based  standards  may  cause  these 
banks  to  increase  their  capital  or  reduce  their  risk  as 
insulation  against  any  uncertainty  regarding  whether 
the  bank  meets  the  minimum  standards. 

Data  and  Empirical  Estimation 

Effective  December  31,  1990,  banks  were  required  to 
hold  7.25  percent  of  their  risk-weighted  assets  in  the 
form  of  capital.  This  article  covers  1991,  the  first  year 
the  risk-based  capital  standards  were  in  effect,  using 
call  report  data  on  2,570  FDIC-insured  commercial 
banks  with  assets  greater  than  $100  million,  from  year 
end  1990  (period  t-1)  and  year  end  1991  (period  t).  We 
used  a  three-stage  least  squares  technique  to  estimate 
the  model,  because  this  procedure  recognizes  that 
banks  may  simultaneously  determine  their  capital  ra¬ 
tios  and  risk  levels. 

The  results  of  estimating  equations  (1)  and  (2)  are 
presented  in  Table  1  (for  more  complete  results,  see 
Jacques  and  Nigro  [  1 994]).  The  total  assets  of  the  bank 
appear  to  significantly  increase  both  capital  and  risk 
levels,  whereas  the  multibank  holding  company  vari¬ 
able  was  found  to  have  a  negative  and  signficant 
impact  on  risk.  The  parameter  estimates  on  the  lagged 
levels  of  capital  and  risk  in  Table  1  are  0.296  and  0.251 , 
thus  implying  that  banks  slowly  adjust  their  capital  and 
risk  to  the  desired  level.  The  income  variable  yielded 
insignificant  results,  while  the  negative  coefficient  on 
deposits  suggests  that  banks  with  more  stable  deposit 


'For  banks  with  risk-based  capital  ratios  less  than  7  25,  (1/RBC,  - 
1/7.25)  is  positive.  Thus  a  positive  parameter  estimate  on  RPL  implies 
an  increase  in  the  capital  ratio  and  an  increase  in  portfolio  risk 
8For  banks  with  risk-based  capital  ratios  greater  than  7.25  percent. 
(1/RBC|  - 1/7.25  is  negative.  Therefore,  a  positive  parameter  estimate 
on  RPG  implies  a  decrease  in  capital  and  a  decrease  in  portfolio  risk 
Negative  parameter  estimates  imply  increases  in  capital  and  risk 
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Table  1 

Three-Stage  Least  Squares  Estimates  of  Risk-Based 
Capital  on  Portfolio  Risk  and  Bank  Capital 


Variable 

ACAP, 

ARISKt 

INTERCEPT 

-2.285* 

(-2.59) 

-1 .602 
(-0.67) 

ASSETS 

0.260* 

(4.03) 

1 .563* 
(9.92) 

HOLDING  CO. 

-0.113 

(-0.74) 

-0.823* 

(-1.96) 

LEVERAGE 

0.319 

(1.22) 

-0.692 

(-0.96) 

LAG  CAPITAL 

0.296* 

(11.21) 

— 

LAG  RISK 

— 

0.251* 

(16.59) 

RISK 

-0.115* 

(-5.03) 

— 

ACAPITAL 

— 

-0.911* 

(-3.66) 

INCOME 

-0.012 

(-0.23) 

— 

DEPOSITS 

-0.096* 

(-6.87) 

-0.144* 

(-3.66) 

RPL 

-1.364 

(-0.58) 

3.987 

(0.61) 

RPG 

-17.685* 

(-5.11) 

104.308* 

(10.60) 

Number  of  banks:  2,570 

System  weighted  R2  0.108 


t-statistics  in  parentheses;  *  indicates  significance  at  the  5  percent 
level;  **  indicates  significance  at  the  10  percent  level. 


bases  tended  to  hold  less  capital.  Finally,  the  results 
suggest  that  changes  in  risk  and  changes  in  capital  are 
negatively  related.  Changes  in  risk  have  a  negative 
impact  on  changes  in  capital  (-0.115  in  Table  1),  and 
changes  in  capital  have  a  negative  influence  on  risk 
(-0.91 1  in  Table  1). 

Of  primary  interest  in  this  article  is  what  impact  the 
risk-based  capital  standards  had  on  changes  in  bank 
capital  and  portfolio  risk.  An  examination  of  the  capital 
and  risk  equations  in  Table  1  suggests  some  rather 
surprising  results.  First,  banks  that  were  not  explicitly 
constrained  by  risk-based  capital  responded  to  imple¬ 
mentation  of  the  standards  by  increasing  their  capital- 
asset  ratios  and  reducing  their  portfolio  risk.  To  see  this, 


note  that  the  parameter  estimate  for  regulatory  pres¬ 
sure  (RPG)  is  significant  in  the  capital  equation  and 
equals  -1 7.685.  For  the  median  bank  in  this  group,  with 
a  risk-based  capital  ratio  of  1 1 .59  percent  (Table  2),  this 
equals  an  increase  in  its  capital-asset  ratio  of  92.0  basis 
points  as  a  result  of  the  risk-based  standards.9  Coupled 
with  an  increase  in  median  bank  equity  capital  of  6.61 
percent  (Table  2),  these  findings  suggest  that  risk-based 
capital  was  effective  in  raising  capital  and  is  consistent 
with  the  theory  that  well-capitalized  banks  increased 
capital  to  provide  a  buffer  against  shocks  to  equity. 

In  addition,  banks  with  risk-based  capital  in  excess  of 
7.25  percent  responded  to  the  new  capital  standards 
by  significantly  decreasing  their  level  of  portfolio  risk. 
To  see  this,  note  that  the  parameter  estimate  on  RPG 
equals  104.308  and  is  significant  in  the  risk  equation. 
For  the  median  bank  in  this  group,  with  a  risk-based 


Table  2 

Summary  Statistics  for  Sample  Banks 
(1990-1991) 

Banks  with  RBC  Banks  with  RBC 


Vanable  ratio  <  7.25%  ratio  ;>  7.25% 


Number  of  banks 

67 

2,503 

Median  RBC  ratio  1990 

6.71% 

11.59% 

Median  income-asset  ratio  1991 

-0.94% 

+0.95% 

Equity  and  Assets 

Median  equity-asset  ratio  1990 

3.68% 

7.41% 

Median  equity-asset  ratio  1991 

4.18% 

7.47% 

Median  change  1990-91 

+0.50 

+0.60 

%  change  equity  capital 

+2.02% 

+6.61% 

%  change  total  assets(TA) 

-7.26% 

4.14% 

%  change  risk-weighted  assets 

-14.84% 

-5.35% 

Risk  ratios 

Median  risk-weighted 
asset/total  asset  1 990 

77.11% 

69.95% 

Median  risk-weighted 
asset/total  asset  1991 

72.15% 

63.43% 

Median  change 

-4.96 

-6.52 

This  result  is  derived  by  noting  that: 

RPG  =  (  1/1 1 .59  -  1/7.25)  =  -  0.052. 

Multiplying  this  estimate  by  -1 7.685  equals  0.920,  or  92  basis  points 
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capital  ratio  of  1 1 .59  percent,  this  equals  a  reduction  in 
its  portfolio  risk  of  5.42  percentage  points  (-0.052  x 
1 04.308)  from  its  year-end  1 990  value  of  69.95  percent. 
This  result  suggests  that  regulatory  pressure  led  to  a 
reduction  in  portfolio  risk,  even  for  banks  that  were  not 
capital  constrained. 

On  the  other  hand,  the  results  in  Table  1  suggest  that 
banks  that  were  explicitly  constrained  by  the  risk-based 
standards  did  not  significantly  increase  their  equity-as- 
set  ratios  in  response  to  implementation  of  the  risk- 
based  capital  standards.  While  the  median  constrained 
bank  raised  its  equity-asset  ratio  by  50  basis  points 
during  this  period  (Table  2),  the  parameter  estimate  on 
RPL  in  the  capital  equation  is  not  significantly  different 
from  zero.  Given  that  these  banks  had  a  median  return 
on  assets  of  -0.94  percent  in  1991 ,  constrained  banks 
may  have  been  extremely  limited  in  their  ability  to  meet 
the  risk-based  standards  by  raising  capital  from  either 
internal  or  external  sources.10  Rather,  the  increase  in 
the  equity-asset  ratios  for  constrained  banks  appears 
to  be  explained  primarily  by  a  decrease  in  total  assets 
and  portfolio  risk.  An  examination  of  Table  2  shows  that 
the  median  bank  in  this  group  decreased  total  assets 
by  7.26  percent  and  total  risk-weighted  assets  by  1 4.84 
percent,  thereby  shifting  the  composition  of  portfolios 
toward  lower  risk-weighted  assets.  This  result  is  con¬ 
firmed  by  noting  that  the  parameter  estimate  on  the 
change  in  risk  equals  -0.115  (Table  1 )  and  is  significant 
at  the  5  percent  level.  Multiplying  this  estimate  by  the 
change  in  risk  (-4.96)  for  the  median  constrained  bank 
results  in  an  increase  in  the  equity-asset  ratio  equal  of 
57.0  basis  points.  Thus,  the  increase  in  capitalization 
of  constrained  banks  appears  to  be  the  direct  result  of 
changes  in  the  size  and  composition  of  bank  portfolios, 
and  not  the  introduction  of  the  risk-based  capital  stand¬ 
ards. 

Although  it  appears  that  implementation  of  the  risk- 
based  standards  had  no  direct  effect  on  the  capital 
levels  of  constrained  banks,  it  is  possible  that  the 
risk-based  standards  indirectly  affected  capital  ratios 
by  causing  a  reduction  in  portfolio  risk.  However,  the 
parameter  estimate  on  RPL  in  the  portfolio  risk  equation 
is  insignificant,  this  suggesting  that,  during  the  first  year 
of  existence,  the  risk-based  capital  standards  had  no 
effect  on  the  portfolio  risk  of  undercapitalized  banks. 

Conclusion 

Our  examination  of  the  impact  of  the  risk-based  capital 
standards  during  1991,  the  first  year  of  implementation, 
suggests  that  the  standards  brought  about  significant 


10Baer  and  McElravey  ( 1 993b)  show  that  raising  capital  from  external 
sources  is  very  costly  for  banks  with  deteriorating  capital  positions 


increases  in  capital  and  decreases  in  portfolio  risk 
among  well-capitalized  banks.  Capital-constrained 
banks  also  showed  increases  in  their  equity-asset  ra¬ 
tios,  but  these  increases  appear  to  be  primarily  the 
result  of  decreased  portfolio  risk  and  a  reduction  in  total 
assets.  Although  the  overall  level  of  portfolio  risk  in 
constrained  banks  decreased,  implementation  of  the 
risk-based  standards  appears  to  have  had  no  impact 
on  the  portfolio  risk  of  these  banks. 
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Enforcement  Actions 


In  January  1994,  the  former  president  and  director  of  a 
national  bank  consented  to  a  removal  from  banking  and 
agreed  to  pay  restitution  and  civil  money  penalties 
(CMPs)  of  up  to  $135,080,  based  on  a  percentage  of 
his  income  over  a  four-year  period.  His  son  also  con¬ 
sented  to  a  removal  and  agreed  to  pay  up  to  $409,914 
as  restitution,  based  on  a  percentage  of  his  income 
over  a  five-year  period.  A  former  director  agreed  to  pay 
restitution  of  up  to  $76,714,  based  on  a  percentage  of 
his  income  over  a  four-year  period.  The  restitution  por¬ 
tions  of  the  payments  will  go  to  the  Federal  Deposit 
Insurance  Corporation,  because  the  bank  failed  in 
1991.  All  three  parties  were  alleged  to  have  engaged 
in  unsafe  and  unsound  practices.  All  three  had  re¬ 
ceived  payments  from  a  brokerage  corporation  set  up 
by  bank  insiders,  for  the  purpose  of  brokering  note 
sales  to  the  bank.  Some  of  the  officers,  directors,  and 
shareholders,  including  the  president,  his  son,  and  the 
former  director  mentioned  above,  were  paid  excessive 
"commissions”  using  bank  money  channelled  through 
the  brokerage  agency.  At  least  two  others  received 
“commissions,”  even  though  they  performed  no  broker¬ 
age  activities  of  any  type. 

In  January  1 994,  the  former  president  of  a  national  bank 
consented  to  a  removal  from  banking.  The  OCC  had 
charged  the  bank  president  with  violations  of  the  laws 
governing  transactions  with  insiders,  and  unsafe  and 
unsound  practices,  that  included  originating  nomi¬ 
nee  loans  for  his  own  benefit,  misrepresenting  loan 
collateral,  and  preparation  of  fraudulent  loan  docu¬ 
ments. 

In  early  January  1994,  an  administrative  hearing  was 
conducted  in  Dallas,  Texas,  involving  an  appeal  by 
Janet  F.  Acker  of  the  OCC’s  denial  of  her  application  to 
acquire  control  of  Interstate  National  Bank,  Dallas, 
Texas  in  mid- 1993.  The  OCC  denied  Acker’s  change  in 
bank  control  application  in  August,  1993,  based  on 
Acker’s  continued  refusal  to  furnish  the  OCC  with  com¬ 
plete  financial  and  tax  information,  as  required  under 
the  Change  in  Bank  Control  Act,  12  U.S.C.  1817.  To 
date,  no  final  ruling  has  been  issued. 

On  January  6,  1994,  a  former  loan  review  officer  and 
senior  vice  president  of  a  national  bank,  agreed  to  settle 
a  CMP  and  removal  action.  These  actions  were  based 
on  alleged  violations  of  the  national  bank  lending  limit, 
12  U.S.C.  84,  that  caused  a  loss  to  the  bank  in  excess 
of  $400,000.  The  individual  consented  to  a  CMP  in  the 
amount  of  $9,500  and  a  permanent  removal  from  bank¬ 
ing. 


On  January  6, 1 994,  the  OCC  reached  a  settlement  with 
three  former  directors  of  a  national  bank.  Each  agreed 
to  pay  a  CMP  of  $3,000.  The  OCC’s  actions  against  the 
directors  were  based  upon  their  alleged  failure  to  en¬ 
sure  that  the  bank  filed  accurate  Reports  of  Condition 
(call  reports)  pursuant  to  12  U.S.C.  161.  Additionally, 
these  actions  were  based  on  the  directors’  alleged 
failure  to  ensure  that  the  bank  established  practices 
and  procedures  to  confirm  that  its  allowance  for  loan 
and  lease  losses  was  adequate. 

On  January  12,  1994,  the  First  National  Bank  of 
Vicksburg,  Vicksburg,  Mississippi,  entered  into  a  stipu¬ 
lation  and  consent  order  with  the  OCC.  The  OCC  con¬ 
tended  that  examiners  had  found  disparate  treatment 
of  unsecured  home  improvement  loan  applicants  dur¬ 
ing  a  fair  lending  examination  of  the  bank.  The  alleged 
disparate  treatment  involved  a  pattern  and  practice  of 
charging  similarly  situated  African-American  appli¬ 
cants  significantly  higher  interest  rates  than  those 
charged  Caucasian  applicants.  Key  provisions  of  the 
settlement  included  a  $750,000  compensation  fund  for 
approximately  150  identified  victims;  special  loan  pro¬ 
grams  that  will  make  at  least  $1  million  available  to  low- 
and  moderate-  income  applicants;  a  customer  assis¬ 
tance  and  information  program;  revisions  to  the  bank’s 
loan  policy  that  incorporate  the  prohibitions  of  the  fair 
lending  laws;  creation  of  a  loan  review  system  to  detect 
disparate  treatment;  training  for  every  officer,  director, 
and  credit  employee  in  the  purposes  and  prohibitions 
of  the  fair  lending  laws;  and  a  requirement  that  the  bank 
contract  for  matched-pair  testing.  In  a  related  settle¬ 
ment,  the  Department  of  Justice  assessed  a  $50,000 
CMP  against  the  bank. 

In  February  1994,  the  OCC  entered  into  a  consent 
prohibition  order  with  the  former  senior  vice  president 
of  a  national  bank.  The  OCC  had  charged  that  the 
officer  caused  loss  to  the  bank  by  failing  to  repay 
personal  loans  and  originating  several  unsafe  and  un¬ 
sound  loans  that  later  were  charged  off.  Following 
initiation  of  the  OCC’s  action  in  May  1992,  the  officer 
was  indicted  for  bank  fraud.  The  indictment  had  been 
based,  in  part,  on  a  criminal  referral  made  by  the  OCC 
and  charged  the  officer  with  participating  in  an  embez¬ 
zlement  scheme  involving  a  bank  customer.  Concur¬ 
rent  with  his  consent  to  the  OCC’s  removal  order,  the 
officer  pled  guilty  to  these  criminal  charges. 

On  February  23,  1994,  two  attorneys,  institution-affili¬ 
ated  parties  of  a  national  bank,  consented  to  a  suspen¬ 
sion  from  practice  before  the  OCC  for  two  years 
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pursuant  to  1 2  CFR  1 9.200(b),  and  to  CMPs  of  $  1 7,500, 
each,  to  be  paid  in  installments.  The  OCC  agreed  to 
waive  collection  of  the  CMPs  if  the  respondents  paid 
reimbursement  to  the  FDIC  in  the  same  amount.  The 
OCC  alleged  that  the  attorneys  had  violated  12 
CFR  7.5217,  governing  indemnification  of  directors, 
and  had  engaged  in  unsafe  and  unsound  practices. 
Though  a  final  order  of  assessment  had  been  entered 
against  the  bank  directors,  the  attorneys  allegedly  ac¬ 
cepted  payment  from  the  bank  for  the  personal  legal 
expenses  that  the  directors  had  incurred  contesting  the 
CMPs  assessed  against  them  by  the  OCC. 

In  March  1994,  five  former  directors  and  officers  of  a 
national  bank  agreed  to  settle  CMP  and  removal  ac¬ 
tions.  The  former  president  and  director,  agreed  to  pay 
a  $1,000  CMP  and  consented  to  a  removal  order.  The 
former  executive  vice  president  and  director  consented 
to  a  $15,000  CMP  and  a  removal  order.  Three  former 
directors  also  consented  to  CMPs  ranging  from  $2,500 
to  $3,000.  The  CMPs  were  based  on  alleged  noncom¬ 
pliance  with  a  1985  consent  order  and  an  alleged 
violation  of  the  call  report  requirements  found  at  12 
U.S.C.  161.  The  removal  actions  were  based  on  the  two 
officers  was  based  upon  their  responsibility  for  the  bank 
having  filed  an  inaccurate  call  report  that  the  OCC 
alleged  was  filed,  intentionally,  to  hide  the  insolvency 
of  the  bank. 

On  March  4,  1 994,  the  former  chairman  of  the  board  of 
a  national  bank  consented  to  a  removal  and  CMP  of 
$7,500.  The  OCC  alleged  that  he  had  participated  in 
violations  of  the  OCC’s  appraisal  rules,  found  at  12 

CFR  34,  on  a  property  that  the  bank  had  taken  as  other 
real  estate  owned. 

On  March  17,  1994,  the  OCC  settled  CMP  actions 
against  the  president  and  former  director  of  a  national 
bank.  The  president  consented  to  pay  a  CMP  in  the 
amount  of  $30,000  and  the  director  paid  a  CMP  of 
$5,000.  CMPs  were  assessed  against  both  parties  for 
allegedly  having  participated  in  violations  by  the  bank 
of  12  CFR  215,  involving  the  extension  and  renewal  of 
preferential  extensions  of  credit  to  the  director  and  his 
related  business  interests.  The  OCC  also  alleged  that 
the  president  failed  to  obtain  an  annual,  independent, 
current  appraisal  for  a  parcel  of  property,  the  fourth 
occasion  that  transactions  involving  this  particular 
piece  of  property  had  been  cited  as  of  a  violation  of  law 
in  the  bank's  report  of  examination. 

In  March  and  April,  the  OCC  settled  CMP  and  removal 
actions,  against  the  former  executive  vice  president, 
and  the  former  director  of  a  national  bank.  The  CMP 
actions  involved  allegations  that  the  executive  vice 
president  and  the  president  of  the  bank  made  loans  to 
a  partnership  that  they  controlled,  without  the  authori¬ 


zation  of  the  board,  in  excess  of  the  limits  on  loans  to 
executive  officers  found  in  12  U.S.C.  375a  and  12 
CFR  31.  The  removal  action  was  based  upon  allega¬ 
tions  that  the  executive  vice  president  and  president 
caused  the  bank  to  pay  excessive  dividends  to  the 
bank’s  holding  company,  without  OCC  authorization,  to 
enable  the  holding  company  to  service  its  stock  loan 
debt  at  another  financial  institution.  In  addition,  the 
OCC  alleged  that  the  former  director  obtained  loans 
from  the  bank  without  proper  authorization  by  the 
board,  in  excess  of  his  director’s  limit.  Finally,  the  OCC 
alleged  that  all  three  parties  played  a  role  in  a  violation 
of  the  cease  and  desist  order  to  which  the  bank  was 
already  subject.  The  former  executive  vice  president 
and  former  director  each  agreed  to  pay  CMPs  of 

$15,000  and  also  consented  to  be  removed  from  bank¬ 
ing. 

In  April  1 994,  the  OCC  settled  CMP  actions  against  two 
directors  of  a  national  bank,  each  in  the  amount  of 
$15,000.  A  succession  of  bank  presidents  allegedly 
had  allowed  a  customer  to  run  a  secret  overdraft  that 
was  not  recorded  on  the  bank’s  books  for  several  years. 
The  OCC  contended  that  the  entire  board  of  directors 
learned  of  this  practice  in  early  1992,  when  the  over¬ 
draft  had  grown  out  of  control,  and  proceeded  to  en¬ 
gage  in  a  cover-up  until  October  1 992.  During  that  time, 
the  credit  line  was  left  open,  new  money  left  the  bank, 
and  two  false  call  reports  were  filed  as  part  of  an 
attempt  to  conceal  the  overdraft. 

In  April  1994,  the  OCC  suspended  an  officer  of  a 
national  bank.  The  OCC’s  action  followed  the  officer’s 
indictment  for  involvement  in  a  bank  customer’s  alleged 
tax  evasion  scheme.  The  bank  officer’s  alleged  prac¬ 
tices  included  falsification  of  bank  records  and  the 
making  of  false  statements  to  the  IRS.  As  a  result  of 
these  acts,  the  bank  paid  $382,000  in  fines  and  penal¬ 
ties  to  the  IRS. 

On  April  27,  1994,  a  former  director  consented  to  a 
removal  and  a  CMP  of  $75,000.  The  OCC  had  con¬ 
tended  that  the  director  violated  the  laws  governing 
transactions  with  insiders  and  engaged  in  unsafe  and 
unsound  practices  by  having  participated  in  approving 
overline  loans  to  a  group  led  by  former  directors  and 
their  related  interests.  He  then  allegedly  participated  in 
a  debt  settlement  agreement  that  was  unfavorable  to 
the  bank  and  favorable  to  the  same  group.  The  trans¬ 
actions  caused  losses  to  the  bank  of  over  $4  million. 

Between  November  1993  and  May  1994,  the  president 
and  director,  another  director,  and  a  former  director  of 
a  national  bank  agreed  to  settle  CMP  actions  brought 
by  the  OCC.  The  CMP  actions  were  based  on  alleged 
violations  of  12  CFR  215,  governing  insider  transac¬ 
tions  and/or  noncompliance  with  a  formal  agreement 
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The  president  also  agreed  to  reimburse  the  bank  for 
$4, 1 98  in  expenses  paid  to  him  that  were  not  related  to 
bank  business  and  did  not  benefit  the  bank  in  any 
manner. 

In  April  and  May  1994,  the  OCC  agreed  to  settle  CMP 
and  removal  actions  against  several  former  officers  and 
directors  of  a  national  bank.  The  OCC  alleged,  among 
other  things,  that  the  directors  and  officers  had  en¬ 
gaged  in  an  ongoing  effort  to  withhold  bank  documen¬ 
tation  from  the  OCC,  lied  to  examiners,  misallocated  the 
bank’s  funds  for  the  personal  use  by  the  bank’s  chair¬ 
man,  engaged  in  numerous  illegal  insider  transactions 
involving  the  bank  for  the  personal  benefit  of  bank 
directors  and  officers,  and  mismanaged  the  bank  to  a 
point  where  the  bank  was  in  an  unsafe  and  unsound 
condition  to  conduct  business.  The  former  bank  presi¬ 
dent  consented  to  a  removal  from  banking  and  agreed 
to  pay  a  $1 ,000  CMP.  Two  former  directors  consented 
to  a  removal  from  banking  and  agreed  to  pay  a  $5,000 
CMP.  A  former  officer  also  consented  to  a  removal  from 
banking. 

In  May  1994,  the  former  president,  director,  and  chief 
executive  officer  of  a  national  bank  agreed  to  settle 
CMP  and  removal  actions  brought  by  the  OCC.  He 
consented  to  a  removal  order  and  a  $5,000  CMP.  The 
CMP  and  removal  actions  were  based  on  71  alleged 
violations  of  laws  governing  transactions  with  insiders, 
and  numerous  unsafe  and  unsound  practices  involving 
the  manipulation  of  cashier’s  checks,  overdrafts  on  his 
business’s  account,  and  the  release  of  collateral  on  his 
loans  at  the  bank  without  authorization. 

In  May  1994,  the  former  owner  and  chairman  of  the 
board  of  a  national  bank  consented  to  a  removal.  The 
OCC  alleged  that  he  had  breached  his  fiduciary  duty 
and  engaged  in  unsafe  and  unsound  practices,  having 
caused  the  bank  to  pay  off  a  $1 60,000  loan  that  his  wife 
had  made  to  the  developers  of  a  real  estate  project 
where  the  bank  was  located.  The  OCC  also  charged 
that  he  received  unauthorized  fees  and  real  estate 
commissions  from  the  bank,  and  submitted  a  finan¬ 
cial  statement  to  the  bank  that  grossly  overstated  his 
assets. 

Between  March  and  May  1994,  the  OCC  settled  CMP 
actions  against  seven  former  and  present  directors  of 
a  national  bank  based  on  the  bank’s  noncompliance 
with  the  Consent  Order  entered  into  by  the  bank  in 
March  1992.  The  former  president  settled  for  $10,000, 
two  former  directors  settled  for  $4,000,  two  former 


directors  settled  for  $2,000,  and  one  former  director 
and  present  director  settled  for  $990  each. 

In  June  1994,  an  administrative  hearing  was  held  re¬ 
garding  William  Sarsfield,  former  chairman  of  the  board 
of  Sequoia  National  Bank.  The  OCC  charged  that  Sars¬ 
field  was  responsible  for  the  bank’s  failure  to  comply 
with  seven  articles  of  the  March  1 992  consent  order.  He 
failed  to  ensure  that  the  bank  complied  with  the  articles 
requiring  it  to  improve  its  liquidity  position  and  reporting 
methodology,  to  reduce  its  percentage  of  volatile  liabili¬ 
ties,  to  revise  its  loan  policy,  to  improve  its  loan  review 
function,  to  improve  its  methodology  for  allowance  for 
loan  and  lease  losses,  to  reduce  its  credit  exceptions, 
and  to  maintain  adequate  capital.  The  OCC  also  is 
seeking  to  impose  a  CMP  of  $15,000  on  Sarsfield.  The 
matter  is  currently  pending  before  an  administrative  law 
judge. 

On  June  1 6, 1 994,  the  OCC  agreed  to  settle  a  CMP  and 
removal  action  against  the  former  director  of  a  national 
bank.  He  consented  to  being  removed  from  banking 
and  paid  a  $18,500  CMP.  This  action  was  based  on 
allegations  that  the  former  director  purchased  real 
property  under  the  administration  of  the  bank’s  trust 
department  in  violation  of  12  CFR  9.12(b),  the  OCC’s 
trust  regulations  that  prohibit  self-dealing. 

Effective  June  16,  1994,  the  former  chairman  and  prin¬ 
cipal  shareholder  of  a  national  bank  agreed  to  pay  a 
$15,000  CMP,  and  consented  to  a  personal  cease  and 
desist  order  requiring  him  to  reimburse  the  bank  for 
$25,000  in  management  fees  received,  and  to  repay  in 
full,  all  principal  and  interest  due  on  all  extensions  of 
credit  that  he  had  received  from  the  bank.  The  OCC 
had  alleged  that  he  violated  the  laws  governing  insider 
transactions  by  having  obtained  a  loan  from  the  bank, 
granted  under  relaxed  underwriting  standards,  at  a 
preferential  rate.  In  addition,  the  OCC  contended  that 
he  was  paid  excessive  “management  fees,”  by  the 
bank,  an  unsafe  and  unsound  practice. 

The  former  president  and  chief  executive  officer  of  a 
national  bank  consented  to  a  removal  from  banking, 
effective  June  17,  1994.  The  OCC  suspended  a 
$10,000  CMP  that  would  have  been  assessed,  be¬ 
cause  of  his  inability  to  pay.  The  removal  action  was 
based  upon  his  alleged  responsibility  for  the  bank 
having  filed  misleading  and  inaccurate  call  reports  in 
violation  of  12  U.S.C.  161 ,  and  having  granted  him  two 
hundred  overdrafts  in  violation  of  12  U.S.C.  375a  and 
12  CFR  215,  governing  transactions  with  insiders 
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Recent  Corporate  Decisions 


On  July  1 3, 1 994,  the  OCC  approved  the  establishment 
of  a  CEBA  credit  bank,  “Advanta  National  Bank  USA,” 
New  Castle,  DE.  The  parent,  Advanta  Corporation, 
owns  a  grandfathered  nonbank  bank,  Colonial  National 
Bank  USA.  The  new  charter  will  relieve  CEBA  growth 
limitations  at  Colonial. 

On  August  12,1 994,  the  OCC  approved  an  application 
from  Midlantic  National  Bank,  Newark,  New  Jersey,  to 
merge  with  its  state  bank  affiliate  in  Pennsylvania,  Con¬ 
tinental  Bank,  Norristown,  PA.  Prior  to  the  merger,  Mid¬ 
lantic  was  already  situated  in  both  states  via  a 
grandfathered  branch  in  Philadelphia. 

On  August  19,1 994,  the  OCC  granted  approval  for  First 
Union  National  Bank  of  Virginia,  Roanoke,  VA,  to  estab¬ 
lish  four  mobile  CBCT  branches  to  be  operated 
throughout  Virginia.  These  were  the  first  mobile  CBCTs 
to  be  approved  for  a  national  bank  in  the  state. 

On  August  26,  1994,  the  OCC  granted  approval  for 
Banco  de  Galicia  y  Buenos  Aires,  Buenos  Aires,  Argen¬ 
tina,  to  establish  a  federal  branch  in  New  York  City.  This 
was  the  first  federal  branch  to  be  approved  for  an 
Argentinean  bank.  The  approval  was  made  conditional 
on  the  bank  satisfying  a  number  of  conditions  imposed 
by  the  Federal  Reserve  and  the  OCC. 

On  September  19,  1994,  the  OCC  approved  the  appli¬ 
cations  of  NationsBank  of  South  Carolina,  N.A. ,  Colum¬ 
bia,  SC,  to  merge  into  Rock  Hill  National  Bank,  Rock 
Hill,  South  Carolina,  relocate  the  resulting  head  office 
across  the  state  line  to  Charlotte,  North  Carolina,  and 
merge  with  NationsBank  North  Carolina.  The  resulting 
bank  will  be  named  NationsBank,  N.A.  (Carolinas), 
under  the  charter  of  the  former  Rock  Hill  National  Bank. 
All  branches,  including  the  former  head  office  in  South 
Carolina,  will  be  retained. 

On  September  21 , 1 994,  the  OCC  granted  approval  for 
Chase  Manhattan  Bank,  N.A.,  New  York,  NY,  to  expand 
the  activities  of  its  operating  subsidiary,  Chase  Futures 
Corporation,  to  include  acting  as  a  futures  commission 


merchant  on  the  Singapore  Monetary  Exchange.  The 
approval  also  allows  the  subsidiary  to  expand  its  fu¬ 
tures  commission  merchant  business  to  other  offshore 
exchanges. 

On  September  28,  1994,  the  OCC  conditionally  ap¬ 
proved  an  application  from  Colorado  National  Bank 
Aspen,  Aspen,  CO,  to  become  a  limited  purpose  na¬ 
tional  bank  whose  activities  will  be  limited  to  "controlled 
disbursement/cash  management”  services  for  corpo¬ 
rate  customers  of  its  affiliates.  The  OCC  also  approved 
a  reduction  in  the  bank’s  equity  capital  to  $1  million  and 
agreed  to  exempt  the  bank  from  the  CRA,  because  it 
would  no  longer  be  in  the  business  of  lending.  The 
proposal  was  very  similar  to  several  proposals  pre¬ 
viously  approved  by  OCC.  This  proposal  was  approved 
subject  to  the  same  conditions  generally  employed  for 
limited  purpose  national  banks. 

On  September  28,  1994,  the  OCC  approved  the  re¬ 
quest  of  Bank  One,  Columbus,  NA,  Columbus,  OH,  to 
expand  the  activities  of  an  existing  operating  subsidi¬ 
ary  to  include  the  operation  of  a  used  car  lot.  The  car 
lot  will  be  used  to  liquidate  vehicles  returned  to  the  bank 
under  its  leasing  and  loan  programs.  The  bank  expects 
to  achieve  higher  liquidating  values  by  selling  the  vehi¬ 
cles  directly  rather  than  continuing  its  current  method 
os  using  auto  auctions  and  other  third  parties.  The  OCC 
concluded  that  the  proposed  activity  was  incidental  to 
the  business  of  banking. 

Decisions  Related  to  the  Community  Reinvestment  Act 

On  July  27,  1994,  the  OCC  granted  conditional  ap¬ 
proval  to  Montana  Bank,  Billings,  Montana,  to  convert 
to  a  national  bank  under  the  title  of  Montana  Bank, 
National  Association.  The  OCC  made  the  approval 
conditional  because  the  bank  had  demonstrated  a  less 
than  satisfactory  performance  under  the  Community 
Reinvestment  Act  (CRA)  during  a  recent  regulatory 
examination  of  the  bank.  Montana  Bank  is  required  to 
submit  a  plan  to  improve  the  bank’s  CRA  performance 
that  is  acceptable  to  the  OCC’s  district  office. 
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Appeals  Process 


Case  1 :  Appeal  of  Policy  on  Accounting 
Treatment  for  Cash  Received  as 
Interest  on  Certain  Nonaccrual 
Loans 


A  bank  requested  a  revision  in  OCC  policy  establishing 
the  appropriate  accounting  treatment  for  cash  received 
as  interest  on  certain  nonaccrual  loans,  to  better  rec¬ 
ognize  the  true  economic  reality  of  those  loans.  Many 
of  the  loans  in  question  have  been  returned  to  accrual 
status,  or  the  bank  is  recognizing  interest  income  on  a 
cash  basis.  The  bank  asked,  “At  what  juncture  may  a 
national  bank  recover  into  income  interest  collected 
and  held  in  reserve  as  a  result  of  loans  being  placed 
on  nonaccrual?”  The  bank  also  requested  reconsidera¬ 
tion  of  OCC’s  position  that  a  borrower’s  entire  relation¬ 
ship  must  be  paid  in  full  before  any  contra  interest  could 
be  taken  into  income  on  any  loans  forming  part  of  that 
borrowing  relationship. 

Background 

A  few  years  ago,  at  the  direction  of  the  OCC,  the  bank 
changed  its  accounting  method  for  nonaccrual  loans 
to  the  cost  recovery  method.  Previously,  the  bank  had 
maintained  a  contra  account  to  capture  interest  col¬ 
lected  on  nonaccrual  loans.  For  financial  reporting 
purposes,  this  account  was  reflected  as  a  credit  bal¬ 
ance  netted  against  the  bank’s  reported  loan  totals.  As 
loans  were  returned  to  accrual  status,  all  previously 
deferred  interest  was  reversed  into  income,  and  each 
loan  continued  its  course  going  forward  based  upon  its 
contractual  terms.  The  loans  were  not  written  up  be¬ 
yond  what  management  expected  to  ultimately  collect 
nor  were  they  written  up  beyond  the  contractual  amount 
of  the  bank’s  investment  in  the  loans.  A  significant 
amount  of  contra  interest  reserves  associated  with 
these  loans  remains  on  the  bank’s  books  as  a  result  of 
the  previous  accounting  treatment.  The  bank  believes 
it  is  appropriate  for  them  to  recognize  as  income  the 
interest  in  the  existing  contra  reserve  account  on  loans 
for  which  the  remaining  contractual  principal  and  inter¬ 
est  are  considered  to  be  fully  collectible. 

A  significant  number  of  the  loans  in  question  have 
demonstrated  positive  performance  since  inception, 
but  because  of  certain  loan  documentation  deficien¬ 
cies  were  previously  designated  nonaccrual  upon  the 
direction  of  the  OCC  under  the  so-called  “performing 
nonperforming”  classification  concept.  The  bank  en¬ 


hanced  its  documentation  with  respect  to  these  loans, 
and  subsequently  the  loans  were  returned  to  accrual 
status.  Management  feels  that  the  ultimate  collectibility 
of  the  full  contractual  amounts  was  never  in  doubt.  In 
the  bank’s  view,  the  contra  interest  reserves  for  these 
loans  were  created  due  to  a  lack  of  clearly  supportable 
loan  file  information.  Now  that  the  file  deficiencies  have 
been  addressed,  the  bank  believes  it  is  reasonable  to 
recognize  the  previously  deferred  income. 

Management  believes  that  the  cost  recovery  method 
presents  a  distorted  view  of  their  expectations  regard¬ 
ing  the  realization  of  the  bank’s  investment  in  certain  of 
these  loans  (primarily  the  accruing  loans  and  to  a 
certain  degree  the  cash  basis  loans).  Also,  this  method 
presents  the  potential  for  significant  earnings  boosts  at 
the  tail  end  of  the  credit  relationship,  which  does  not 
accommodate  a  matching  of  revenue  recognition  with 
the  relationship’s  economic  life.  Additionally,  manage¬ 
ment  is  concerned  about  the  impact  that  such  earnings 
fluctuations  may  have  on  the  shareholders  and  the 
reaction  of  the  investment  community. 

Further,  the  bank  believes  the  OCC-preferred  account¬ 
ing  treatment  creates  a  series  of  anomalies.  First,  it 
encourages  the  bank  to  request  customers  to  refinance 
their  loans  with  other  institutions.  This  contradicts  the 
bank’s  customer-oriented  philosophy,  which  is  para¬ 
mount  to  the  bank’s  success  and  the  foundation  of  its 
business  strategy.  A  second  option  is  to  wait  until  the 
entire  credit  relationship  is  terminated.  However,  some 
of  these  relationships  are  very  important  to  the  bank 
and  may  never  be  terminated.  Third,  the  bank  could 
wait  until  each  individual  loan,  devoid  of  a  relationship, 
is  repaid  in  full.  This  could  create  a  distortion — the 
ultimate  recovery  of  interest  would  have  no  bearing  on 
the  economic  life  of  the  asset. 

The  bank’s  external  accounting  firm  views  these  loans 
as  analogous  to  an  over-reserved  portfolio  that  requires 
credit  provisions  to  reduce  an  overstated  loan  loss 
reserve.  If  the  loans  are  viewed  from  this  perspective, 
the  firm  believes  that  in  theory  the  bank  could  have 
recognized  the  previously  deferred  interest  amounts 
into  income  on  a  cash  basis,  with  an  offsetting  provision 
for  loan  losses,  resulting  in  the  same  net  income  effect 
If  this  approach  would  have  been  taken,  subsequent 
positive  adjustments  could  have  been  recorded  to  re¬ 
duce  the  loan  loss  reserve  to  recognize  the  improved 
quality  of  the  underlying  loans  and  management's  true 
expectations  of  net  recoveries  going  forward  Accord 
ingly,  the  accounting  firm  believes  the  reversal  of  the 
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contra  account  would  be  acceptable  under  GAAP  in  all 
material  respects,  given  the  unique  nature  of  this  situ¬ 
ation.  The  bank's  ultimate  objective  is  to  obtain  a  solu¬ 
tion  that  will  result  in  an  accounting  treatment  that  more 
closely  matches  the  economic  substance  of  the  bank’s 
investment  in  these  loans,  based  on  the  specific  facts 
and  circumstances  involved. 

Discussion 

The  A/CPA  Bank  Audit  Guide  requires  interest  pay¬ 
ments  received  on  nonaccrual  loans  to  be  applied  to 
principal  to  the  extent  necessary  to  eliminate  doubt  as 
to  collectibility  of  the  recorded  balance  of  the  loan. 
Otherwise,  the  interest  payment  may  be  recognized  as 
interest  income  on  a  cash  basis: 

If  amounts  are  received  on  a  loan  on  which  the 
accrual  of  interest  has  been  suspended,  a  deter¬ 
mination  should  be  made  about  whether  the  pay¬ 
ment  received  should  be  recorded  as  a  reduction 
of  the  principal  balance  or  as  interest  income.  If 
the  ultimate  collectibility  of  principal,  wholly  or 
partially,  is  in  doubt,  any  payment  received  on  a 
loan  on  which  the  accrual  of  interest  has  been 
suspended  should  be  applied  to  principal  to  the 
extent  necessary  to  eliminate  such  doubt. 

The  OCC’s  Bank  Accounting  Advisory  Series  (Topic  2B, 
Question  18)  specifically  prohibits  immediate  recogni¬ 
tion  of  interest  payments  that  have  been  applied  to 
principal. 

Question  18:  Can  the  bank,  either  now  or  when 
the  loan  is  brought  contractually  current,  reverse 
the  application  of  interest  payments  to  principal? 

Staff  Response:  No.  Application  of  cash  interest 
payments  to  principal  is  based  on  a  determination 
that  principal  may  not  be  recovered.  It  should  not 
be  reversed  when  that  determination  changes. 

The  staff  believes  that  in  these  situations,  the 
previously  foregone  interest  is  recognized  as  in¬ 
terest  income  when  received.  If  the  loan  eventu¬ 
ally  returns  to  accrual  status,  the  accounting 
would  follow  the  guidance  in  Question  16.  (Ques¬ 
tion  1 6  states  that  such  accruals  should  be  limited 
to  the  contractual  rate  on  the  recorded  balance. 

Any  payments  in  excess  of  that  amount  should  be 
recorded  as  recoveries  of  previous  charge-offs,  if 
any,  or  cash-basis  income). 

The  staff  also  disagrees  with  reversing  the  appli¬ 
cation  of  interest  payments  to  principal  in  these 
cases  because  such  treatment  is  analogous  to 
using  a  ‘suspense  account”  to  record  interest 
payments  when  there  is  doubt  as  to  the  collecti¬ 


bility  of  the  recorded  principal.  Use  of  this  type  of 
"suspense  account”  was  suggested  several 
years  ago  when  interest  payments  were  received 
on  past  due  loans  from  Brazil.  However,  that  ac¬ 
counting  treatment  was  rejected  as  an  unaccept¬ 
able  practice  by  accounting  standard  setters. 

While  the  bank  used  an  “interest  reserve”  account,  the 
substance  of  the  accounting  is  that  the  payments  were 
applied  to  principal.  GAAP  requires,  where  there  is 
doubt  as  to  the  collectibility  of  the  recorded  balance, 
that  the  payments  be  applied  to  principal,  not  to  an 
"interest  reserve.”  OCC’s  position  has  been  that  the 
application  of  interest  payments  to  principal  as  re¬ 
quired  by  the  AICPA  Bank  Audit  Guide  is  equivalent  to 
a  charge-off.  The  OCC  does  not  usually  permit  recov¬ 
eries  of  previously  charged-off  amounts  to  be  recog¬ 
nized  until  the  recovery  has  been  received  in  cash  or 
cash  equivalents. 

Conclusion 

The  Ombudsman’s  Office  granted  the  bank’s  appeal. 
The  Office  of  the  Chief  Accountant  is  in  process  of 
revising  Questions  15  through  18  of  Section  2B  of  the 
Bank  Accounting  Advisory  Series  to  reflect  the  account¬ 
ing  treatment  discussed  herein.  The  contra  interest  re¬ 
serves  associated  with  the  bank’s  four  categories  of  loans 
should  be  given  the  following  accounting  treatment: 

1)  Accruing  loans  for  which  full  collection  of  contrac¬ 
tual  principal  and  interest  was  never  in  doubt  by  bank 
management. 

Accounting  involves  the  use  of  many  estimates 
that  may  later  be  proven  incorrect.  An  "error” 
occurs  in  those  situations  where  the  original  esti¬ 
mate  was  materially  incorrect  based  on  the  facts 
and  circumstances  that  existed  at  the  time  the 
estimate  was  made  (paragraph  13  of  Accounting 
Principles  Board  Opinion  No.  20). 

In  this  case,  because  of  the  degree  of  hindsight 
involved,  it  is  difficult  to  assess  whether  an  error 
occurred.  To  conclude  that  an  error  occurred,  the 
bank  must  demonstrate  for  each  nonaccrual  loan, 
based  upon  the  facts  and  circumstances  existing 
at  the  time  the  interest  payments  were  received, 
that  there  was  no  doubt  as  to  collectibility  of  the 
recorded  balance  of  the  loan.  To  the  extent  that 
interest  payments  should  have  been  recognized 
as  income  instead  of  being  credited  to  the  contra 
interest  reserve  account,  this  represents  an  error. 

If  material,  the  error  should  be  treated  as  a  prior 
period  adjustment.  As  a  prior  period  adjustment, 
previously  issued  financial  statements  should  be 
restated. 
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2)  Accruing  loans  on  which  collection  of  principal 
and/or  interest  was  once  in  doubt  but  that  doubt  has 
since  been  removed. 

One  acceptable  method  of  handling  the  existing 
contra  interest  reserves  associated  with  these 
loans  would  be  to  limit  the  interest  accrual  to  the 
result  achieved  by  applying  the  contractual  rate 
to  the  recorded  balance  (net  of  the  contra  interest 
reserve).  Any  cash  interest  payments  received  in 
excess  of  that  amount  would  be  recorded  as 
interest  income  on  a  cash  basis.  The  contra  inter¬ 
est  reserve  is  not  recognized  until  the  recorded 
balance  is  paid  off. 

Another  acceptable  method  of  handling  the  con¬ 
tra  interest  reserves  associated  with  these  loans 
would  be  to  recognize  interest  income  based  on 
the  effective  yield  to  maturity  on  the  loan.  This 
effective  interest  rate  is  the  discount  rate  that 
would  equate  the  present  value  of  future  cash 
payments  (principal  and  interest)  to  the  recorded 
amount  of  the  loan  (net  of  the  contra  interest 
reserve).  This  will  result  in  accreting  the  amount 
of  interest  that  was  applied  to  principal  over  the 
remaining  term  of  the  loan. 

3)  “Cash  basis”  loans  for  which  bank  management 
expects  to  receive  full  collection  of  principal  but  there 
is  doubt  concerning  full  collection  of  contractual  inter¬ 
est. 

The  contra  interest  reserves  associated  with  these 
loans  may  not  be  recognized  until  the  loans  pay 
off  or  they  are  returned  to  accrual  status  per  the 
call  report  instructions. 

4)  Other  nonaccrual  loans. 

The  contra  interest  reserves  associated  with  these 
loans  may  not  be  recognized  until  the  loans  pay 
off  or  they  are  returned  to  accrual  status  per  the 
call  report  instructions. 

OCC  does  not  require  a  borrower’s  entire  loan  relation¬ 
ship  to  be  paid  in  full  before  the  previously  foregone 
interest  may  be  recognized  as  income.  Current  OCC 
guidance  does,  however,  require  repayment  of  the 
recorded  balance  of  the  individual  loan.  The  refinanc¬ 
ing,  extension,  or  renewal  of  a  loan  by  the  bank  is  not 
considered  repayment. 

Case  2:  Appeal  of  Violation 

This  case  was  initially  summarized  in  the  June  1994 
issue  of  the  Quarterly  Journal.  A  revised  version  is 


included  in  this  issue  to  reflect  additional  actions  taken 
during  the  third  quarter  of  1994. 

Background 

The  Office  of  the  Ombudsman  received  an  appeal  letter 
on  behalf  of  a  bank  which  was  cited  for  a  violation  of  1 2 
CFR  9.12  and  Opinion  9.3900.  The  bank  invested  trust 
funds  into  two  mutual  funds,  which  are  advised  by  an 
investment  advisory  firm  in  which  a  bank  director,  who 
also  serves  on  the  bank’s  trust  committee,  holds  a  5.23 
percent  interest.  Neither  of  the  mutual  funds  nor  the 
investment  advisory  firm  is  affiliated  with  the  bank.  The 
funds  were  invested  without  obtaining  prior  written 
authorization. 

First,  the  bank  does  not  believe  that  the  relationship 
between  the  bank  and  the  minority  investment  by  the 
bank  director  constitutes  an  affiliation  sufficient  to  cre¬ 
ate  a  problem  under  Part  9.  None  of  the  interests 
delineated  in  OCC  Regulation,  Section  9.12(a)  are  af¬ 
fected  in  this  case: 

(1)  Investment  of  trust  funds  are  not  made  in 
stock  or  obligations  of  the  advisor.  Indeed,  the 
fund  may  terminate  its  relationship  with  the 
adviser  upon  60  days  notice  without  penalty 
at  any  time. 

(2)  No  property  is  acquired  from  affiliates  of  the 
bank  or  their  directors,  officers  or  employees. 
The  adviser  does  not  sell  fund  shares;  such 
shares  are  distributed  directly  by  the  funds. 

(3)  The  bank  receives  no  advantage  from  the 
sale  of  the  funds  nor  does  the  advisor. 

The  bank  does  not  believe  that  the  bank  director’s 
minority  interest  of  5.23  percent  is  sufficient  to  create  a 
conflict  of  interest  or  a  sufficient  interest  to  fall  within  the 
prohibitions  of  Section  9. 12.  The  bank  is  not  purchasing 
services  of  the  advisor,  it  is  purchasing  shares  of  the 
funds,  which  are  not  affiliated  with  the  bank  and  in 
which  no  bank  director  has  an  interest.  Neither  does 
the  bank  believe  that  the  bank  director’s  service  on  the 
bank’s  trust  committee,  even  where  he  does  not  partici¬ 
pate  in  such  trust  investment  decisions,  should  weigh 
heavily  in  the  decision.  Even  where  a  director  has  a 
conflict  of  interest,  traditional  corporate  practice,  which 
is  recognized  by  OCC,  holds  that  by  abstaining  from 
any  participation  in  the  discussion  of,  or  vote  upon,  a 
matter  in  which  such  director  has  an  interest,  such 
director  may  thereby  avoid  an  impermissible  conflict  of 
interest  under  applicable  law.  The  bank  cites  Alabama 
Code  10-2A-63,  12  CFR  215.4(b)(i),  Section  7.5217(a) 
and  Alabama  Code,  Section  10-2A-21(d). 

Second,  the  bank  believes  that  the  provisions  of  the 
local  law,  in  this  case  the  Alabama  Code,  were  ex- 
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pressly  intended  to  and  do  permit  the  bank  to  rely  on 
such  provisions  in  order  to  invest  trust  funds  in  mutual 
funds  that  are  advised  by  the  bank  or  its  affiliates. 
Alabama  Code,  Section  1 9-3- 1 20. 1 ,  expressly  governs 
trust  investments  in  mutual  funds,  and  expressly 
authorizes  investments  in  mutual  funds  advised  by 
bank  affiliates.  In  the  bank’s  view,  Section  19-3-120.1  is 
more  than  sufficient  for  purposes  of  Section  9.12(a). 
The  absence  of  any  “affiliation”  between  the  bank  and 
the  funds  raises  a  question  in  the  bank’s  mind  as  to 
whether  reliance  on  the  statutory  authorization  is  even 
necessary.  Although  the  terms  “connection”  and  “inter¬ 
est”  from  OCC  Regulation,  Section  9.12(a)  are  broad, 
the  bank  believes  that  with  respect  to  trust  mutual  fund 
investments  by  a  trust  department,  the  connection  or 
interest  must  be  an  “affiliation”  in  order  to  even  need 
the  protection  provided  by  Alabama  Code,  Section 
19-3-120.1  for  purpose^  of  OCC  Regulation  9.12. 

Finally,  the  bank  believes  that  recent  OCC  decisions 
allowing  bank  acquisitions  of  companies  that  act  as 
advisers  to  mutual  funds  expressly  recognized  that 
investment  companies  (mutual  funds)  are  separate  and 
distinct  from  their  advisers  (decision  to  charter  J.  &  W. 
Seligman  Trust  Company,  N.A.,  and  decision  to  charter 
Dreyfus  National  Bank  &  Trust  Company).  The  bank 
also  cites  First  Union’s  acquisition  of  Lieber  Asset  Man¬ 
agement  Corporation  (93-ML-08-023)  and  Mellon 
Bank’s  acquisition  of  The  Dreyfus  Corporation  (93-NE- 
08-043  and  93-NE-08-044). 

Discussion 

The  legal  issue  raised  by  this  appeal  involves  the 
conflict  of  interest  that  may  exist  given  the  investment 
of  trust  assets  in  mutual  funds  advised  by  a  company 
in  which  a  bank  director  owns  stock.  In  pertinent  part, 
the  OCC  Regulation,  Section  9.12(a),  provides: 

(a)  Unless  lawfully  authorized  by  the  instrument 
creating  the  relationship,  or  by  court  order  or  by 
local  law,  funds  held  by  a  national  bank  as  fiduci¬ 
ary  shall  not  be  invested  in  stock  or  obligations  of, 
or  property  acquired  from,  the  bank  or  its  direc¬ 
tors,  officers  or  employees,  or  individuals  with 
whom  there  exists  such  a  connection,  or  organi¬ 
zations  in  which  there  exists  such  an  interest,  as 
might  affect  the  exercise  of  the  best  judgement  of 
the  bank  in  acquiring  the  property,  or  in  stock  or 
obligations  of,  or  property  acquired  from,  affiliates 
of  the  bank  or  their  directors,  officers  or  employ¬ 
ees. 

The  OCC's  regulation  is  intended  to  reflect  and  require 
for  national  banks  the  duty  of  undivided  loyalty,  a  basic 
principle  of  trust  law  followed  throughout  the  United 
States  Leading  commentators  on  trust  law  emphasize 


the  importance  of  the  duty  of  loyalty  and  the  expected 
adherence  to  the  high  standard.  The  focus  of  the  duty 
of  loyalty  is  to  deter  fiduciaries  from  getting  into  posi¬ 
tions  involving  conflicts  of  interest. 

In  the  present  situation,  while  another  company  is  in¬ 
vestment  advisor  to  the  mutual  funds  and  not  the  bank, 
the  relationship  of  the  bank  director  to  the  advisory 
company  falls  under  the  circumstances  proscribed  by 
the  language  of  12  CFR  9.12.  Here,  at  least  one  bank 
director  has  some  type  of  ownership  in  and/or  control 
over  the  advisory  company.  The  fees  received  by  the 
investment  advisor  depend  in  part  on  the  assets  in¬ 
vested  in  the  mutual  funds.  As  such,  the  owners  of  the 
advisor  have  an  interest  in  the  investments  in  the  mutual 
funds.  As  directors  of  the  bank,  this  individual  is  respon¬ 
sible  for  directing  and  reviewing  the  fiduciary  powers 
of  the  bank.  Accordingly,  in  the  ombudsman’s  view  this 
situation  falls  within  the  scope  of  the  12  CFR  9.12 
prohibition  regarding  the  investment  of  funds  in  stock 
or  obligations  of  organizations  in  which  there  exists 
such  an  interest  as  might  influence  the  best  judgement 
of  the  bank. 

As  provided  by  the  language  of  12  CFR  9.12(a),  a 
self-dealing  transaction  generally  is  permissible  only 
when  specifically  authorized  by  the  trust  instrument 
creating  the  relationship,  where  a  court  order  author¬ 
ized  the  specific  transaction,  or  where  local  law  allows 
the  otherwise  prohibited  practice.  In  this  bank’s  situ¬ 
ation,  it  is  not  argued  that  the  trust  instruments  specifi¬ 
cally  authorize  the  investment  of  trust  assets  in  mutual 
funds  that  are  advised  by  a  company  owned  in  part  by 
directors  of  the  bank.  Nor  is  there  any  court  order 
authorizing  the  transactions  in  question.  While  the  om¬ 
budsman  is  not  aware  of  any  Alabama  statute  that 
expressly  states  that  a  bank  may  invest  trust  monies  in 
mutual  funds  that  are  advised  by  a  company  owned  in 
part  by  directors  of  the  bank,  Alabama  Code,  Section 
19-3-120.1  (1993)  does  authorize  banks  acting  as  fidu¬ 
ciaries  to  invest  in  mutual  funds  that  the  bank  or  an 
affiliate  advises  or  provides  other  services: 

The  fact  that  such  fiduciary  or  any  affiliate  thereof 
is  providing  services  to  the  investment  company 
or  investment  trust  as  an  investment  advisor,  ... 
custodian,  transfer  agent,  registrar  or  otherwise, 
and  is  receiving  reasonable  remuneration  for 
such  services,  shall  not  preclude  such  fiduciary 
from  investing  in  the  securities  of  such  investment 
company  or  investment  trust;  provided,  however, 
that  with  respect  to  any  fiduciary  account  to  which 
fees  are  charged  for  such  services,  the  fiduciary 
shall  disclose  (by  prospectus,  account  statement 
or  otherwise)  to  the  current  income  beneficiaries 
of  such  account  or  to  any  third  party  directing 
investments  the  basis  (expressed  as  a  percent- 
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age  of  asset  value  or  otherwise)  upon  which  the 
fee  is  calculated. 

Arguably,  this  section  thereby  authorizes  investment  in 
the  mutual  funds  where  a  greater  conflict  exists  than 
that  in  the  bank's  situation.  Since  the  Alabama  legisla¬ 
ture  specifically  authorized  investment  in  mutual  funds 
where  the  bank  or  an  affiliate  acts  as  investment  advisor 
or  provides  other  services,  it  is  at  least  arguable  that 
the  statute  may  include  the  situation  where  bank  direc¬ 
tors  own  shares  in  the  advisor  even  though  not  enough 
shares  to  be  an  affiliate.  If  the  directors  owned  a  greater 
percentage  of  the  stock  (creating  an  even  more  direct 
conflict),  and  such  ownership  triggered  affiliation  be¬ 
tween  the  bank  and  the  advisor,  then  the  conduct  would 
be  expressly  authorized  by  the  language  of  the  statute. 
However,  we  are  not  aware  of  any  cases  interpreting 
the  meaning  of  the  statute,  and  there  is  no  official 
legislative  history. 

Conclusion 

Since  this  is  a  question  of  law  without  any  precedential 
or  official  legislative  history,  the  Ombudsman’s  Office 
chose  not  to  render  an  immediate  decision.  The  bank 
was  asked  to  seek  a  formal  opinion  from  the  Alabama 
attorney  general  regarding  the  meaning  and  intent  of 
the  statute.  Although  not  binding  for  this  Office,  under 
the  rules  of  statutory  construction,  the  formal  opinions 
of  state  attorneys  general  are  normally  given  consider¬ 
able  deference.  While  waiting  for  receipt  of  that  opinion, 
the  bank  was  advised  not  to  make  any  more  invest¬ 
ments  in  the  mutual  funds  in  question  and  to  notify  the 
ombudsman  of  the  attorney  general’s  opinion. 

For  reasons  unique  to  the  State  of  Alabama,  the  bank 
requested  as  an  alternative,  and  the  Ombudsman’s 
Office  agreed  to  accept,  a  similar  ruling  from  the  Ala¬ 
bama  Superintendent  of  Banks.  Mr.  Kenneth  R. 
McCartha,  Superintendent  of  Banks  for  the  State  of 
Alabama,  confirmed  the  bank’s  position  in  a  letter  dated 
August  12,  1994,  that  provided  his  official  opinion  re¬ 
garding  the  meaning  and  intent  of  the  Alabama  statute. 
In  light  of  the  history  of  the  legislation  and  the  language 
of  Alabama  Code,  19-3-120.1,  Superintendent 
McCartha  concluded  that  banks  located  in  Alabama, 
in  the  exercise  of  their  fiduciary  or  trust  powers,  are 
specifically  authorized  by  §  19-3-120.1  to  invest  in 
mutual  funds  where  such  banks,  or  their  respective 
officers,  directors  or  shareholders  have  an  affiliation  or 
lesser  interest  in  a  mutual  fund,  or  investment  advisor, 
or  other  service  providers  to  a  mutual  fund. 

Therefore,  the  Ombudsman’s  Office  concluded,  after 
careful  consideration  of  all  the  facts,  that  the  most 
reasonable  interpretation  of  Part  9  provides  an  excep¬ 
tion  for  the  conflict  in  question.  This  decision  is  unique 


to  the  facts  and  circumstances  of  this  situation  and  local 
law  and  in  no  way  establishes  OCC  precedent  regard¬ 
ing  conflicts  of  interest.  Notwithstanding  this  conclu¬ 
sion,  the  Alabama  statute  requires  the  fiduciary  to 
provide  disclosure  to  the  current  income  beneficiaries 
and/or  any  third  parties  directing  investment  of  the 
basis  on  which  any  investment  advisory  fee  or  other  fee 
is  calculated.  The  bank  did  not  make  these  disclosures 
and  therefore  the  cited  violations  must  stand.  While  the 
bank  may  continue  investing  fiduciary  monies  in  the 
mutual  funds  in  question,  the  appropriate  disclosures 
must  be  made  in  accordance  with  the  local  law. 


Case  3:  Appeal  of  CRA  Rating 

Background 

A  formal  appeal  was  received  concerning  a  bank’s 
Community  Reinvestment  Act  (CRA)  rating  of  "Needs 
to  Improve  Record  of  Meeting  Community  Credit 
Needs.”  The  bank  originally  appealed  the  rating  to  the 
district  deputy  comptroller  in  the  district  in  which  the 
bank  is  located.  Although  substantial  changes  were 
made  to  the  content  of  the  performance  evaluation 
(PE),  the  Needs  to  Improve  rating  was  upheld  during 
that  appeal.  The  bank’s  main  office  and  branch  are 
located  in  a  large  metropolitan  area.  The  bank’s  deline¬ 
ated  community  is  made  up  of  predominantly  low-  and 
moderate-income  census  tracts. 

The  following  statement  was  provided  as  the  Basis  for 
Appeal: 

The  bank  respectfully  submits  that  the  OCC  erred 
in  assigning  a  Needs  to  Improve  rating  to  the 
bank’s  CRA  performance  by: 

( 1 )  Placing  undue  emphasis  on  the  bank’s  loan  to 
deposit  ratio; 

(2)  Placing  undue  emphasis  on  the  absence  of 
classified  loans; 

(3)  Not  placing  sufficient  weight  on  the  unique 
characteristics  of  the  bank’s  delineated  commu¬ 
nity;  and, 

(4)  Ruling  that  the  referral  of  mortgage  applicants 
to  an  unaffiliated  mortgage  company  does  not 
count  toward  the  bank’s  fulfillment  of  its  obliga¬ 
tions  under  the  CRA. 

The  bank  asked  for  the  following: 

The  bank  respectfully  requests  that  the  revised  PE 
be  amended  to  assign  the  bank  a  Satisfactory 
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CRA  rating,  and  that  the  OCC  provide  the  bank 
with  more  specific  and  objective  guidance  con¬ 
cerning  the  loan  to  deposit  ratio  the  bank  is  ex¬ 
pected  to  achieve  and  maintain. 

The  bank  goes  on  to  state  that  “the  bank’s  appeal  to  the 
district  confirmed  what  the  bank  had  thought  was  the 
case  when  it  received  the  initial  PE  —  the  Needs  to 
Improve  rating  was  driven  almost  exclusively  by  the 
bank’s  loan  to  deposit  ratio.  The  OCC’s  position  pres¬ 
ently  seems  to  be  that  the  bank  is  too  rigid,  in  that  it 
continues  to  use  underwriting  standards  that  were  ap¬ 
propriate  in  the  early  1980s  after  the  bank’s  former 
owners  had  driven  it  to  the  brink  of  insolvency,  but 
which  are  no  longer  appropriate  given  the  bank’s  cur¬ 
rent  CAMEL  1  safety  and  soundness  rating.” 

Discussion 

The  four  reasons  the  bank  felt  the  Needs  to  Improve 
rating  was  assigned  were  reviewed  in  detail.  An  inde¬ 
pendent  examiner,  who  is  considered  an  expert  in  CRA, 
reviewed  the  examination  workpapers  and  the  informa¬ 
tion  presented  in  the  bank’s  two  appeals  and  went  to 
the  bank  to  review  data  onsite.  He,  along  with  the 
ombudsman,  also  toured  the  local  community.  Informa¬ 
tion  through  the  date  when  the  second  PE  was  issued 
was  reviewed. 

Each  of  the  four  reasons  the  bank  cited  for  the  rating  is 
discussed  below. 

Placing  undue  emphasis  on  the  bank’s  loan  to  deposit 
ratio:  The  bank  has  historically  had  a  loan  to  deposit 
ratio  under  20  percent.  In  the  appeal  letter,  the  bank 
lists  the  following  as  special  circumstances  explaining 
why  the  bank  has  a  low  loan  to  deposit  ratio: 

( 1 )  There  is  low  loan  demand  in  the  bank’s  deline¬ 
ated  community; 

(2)  There  is  a  low  level  of  owner-occupied  housing 
in  the  bank’s  delineated  community; 

(3)  The  competition  for  loans  and  loan  participa¬ 
tions  in  the  bank’s  delineated  community  is  sub¬ 
stantial; 

(4)  The  large  banks  are  aggressively  seeking 
loans  in  the  bank's  delineated  community,  thereby 
placing  the  bank  in  a  difficult  competitive  posture; 

(5)  The  dollar  amount  of  the  loans  that  the  bank 
has  lost  to  large  banks  has  been  difficult  to  re¬ 
place,  particularly  in  view  of  the  small  size  of  the 
loans  that  are  being  sought  by  the  bank’s  custom¬ 
ers;  and, 


(6)  The  banking  relationships  of  the  public  and 
private  sector  institutions  in  the  bank’s  community 
have  to  a  large  extent  been  maintained  with  the 
large  banks,  not  with  small  banks  like  this  bank. 

Prior  to  the  revised  PE  being  issued  by  the  district,  the 
board  of  directors  amended  the  loan  policy  with  the 
intent  of  making  it  more  flexible.  The  loan  policy 
changes  included: 

•  The  minimum  amount  for  an  instalment  loan 
was  formally  reduced  to  $500  from  the  previous 
$2,000; 

•  The  requirement  for  instalment  loans  that  appli¬ 
cants  have  lived  at  their  current  address  for  at 
least  3  years  or  moved  fewer  than  3  times  in  5 
years  was  eliminated; 

•  The  advance  rate  on  new  car  loans  was  in¬ 
creased  to  90  percent  from  80  percent,  and  the 
maximum  term  increased  from  48  months  to  60 
months; 

•  The  requirement  that  an  applicant  have  a  credit 
bureau  record  at  least  3  years  old  was  re¬ 
moved; 

•  For  unsecured  credit,  the  requirement  that  an 
applicant  be  an  existing  customer  of  the  bank 
was  removed; 

•  The  maximum  loan-to-value  on  real  estate 
loans  was  increased  as  follows: 

—  First  mortgages  on  investor  1-4  family 
properties  from  70  percent  to  75  percent; 

—  Home  equity  lines  from  70  percent  to  80 
percent; 

—  Commercial  real  estate  from  70  percent  to 
75  percent; 

—  Cooperative  loans  from  70  percent  to  80 
percent; 

—  Home  improvement  loans  from  80  percent 
to  100  percent  for  loans  less  than  $15M, 
and  from  80  percent  to  95  percent  for  loans 
greater  than  $15M; 

•  Thirty-year,  fixed-rate  mortgages  were  offered 
for  the  first  time  (written  to  Federal  National 
Mortgage  Association  guidelines  to  be  sold 
into  the  secondary  market). 
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From  reviewing  loans  it  was  found  that  greater  flexibility 
could  have  been  used  in  evaluating  the  requests.  It  is 
believed  that  with  proper  marketing  of  the  changes  that 
the  board  of  directors  made  in  the  recent  revisions  to 
the  loan  policy,  there  are  additional  legitimate  credit 
needs  that  can  be  met  by  the  bank. 

We  agree  too  much  emphasis  was  placed  on  the  bank’s 
loan  to  deposit  ratio  in  the  PE.  Formulating  conclusions 
on  the  ratio  alone  is  inappropriate.  One  must  analyze 
the  reasons  why  the  ratio  is  low  and  assess  the  bank’s 
performance  with  that  in  mind. 

Placing  undue  emphasis  on  the  absence  of  classified 
loans.  Inordinate  emphasis  was  not  placed  on  the 
bank’s  low  level  of  classified  loans.  The  OCC  would 
never  expect  a  bank  to  originate  extensions  of  credit 
that  would  in  any  way  compromise  the  overall  financial 
condition  of  a  bank.  Such  a  practice  would  contravene 
traditional  principles  of  safe  and  sound  banking.  How¬ 
ever,  the  institution  was  told  that  based  on  their  strong 
financial  condition  that  they  are  in  the  position  to  look 
at  alternative  methods  to  meet  the  credit  needs  of  their 
community  in  ways  other  than  direct  lending. 

Not  placing  sufficient  weight  on  the  unique  charac¬ 
teristics  of  the  bank’s  delineated  community.  The  bank 
is  located  in  an  area  that  possesses  unique  charac¬ 
teristics  when  compared  to  a  number  of  other  commu¬ 
nity  banks.  The  bank  was  encouraged  to  use  these 
unique  characteristics  to  its  advantage.  The  bank  had 
commissioned  a  consulting  firm  to  code  the  locations 
of  its  loans  and  deposits.  It  was  found  that  most  were 
concentrated  around  the  locations  of  the  main  bank 
and  branch.  Therefore,  it  was  determined  that  the 
bank’s  delineated  community  was  too  large.  Through 
further  analysis,  the  bank  should  be  able  to  fully  evalu¬ 
ate  its  deposit  and  lending  trends  in  the  smaller  deline¬ 
ated  community.  This  should  enhance  the  institution’s 
effectiveness  in  marketing  its  products,  and  its  ability 
to  communicate  to  the  community  the  recently  revised 
underwriting  standards  and  product  mix.  The  bank  was 
encouraged  to  keep  education  of  the  bank’s  community 
a  high  priority. 

Ruling  that  the  referral  of  mortgage  applicants  to  an 
unaffiliated  mortgage  company  does  not  count  toward 


the  bank’s  fulfillment  of  its  obligations  under  CRA.  The 

demand  for  1-4  family  residential  loans  in  the  bank's 
delineated  community  is  low  due  to  the  demographics 
of  the  area.  While  the  bank  has  historically  referred 
customers  requesting  30-year  loans  to  an  unaffiliated 
mortgage  company,  the  bank  recently  relaxed  its  loan 
policy  to  begin  offering  30-year,  fixed-rate  mortgages 
(using  FNMA  guidelines)  to  be  sold  into  the  secondary 
market.  This  is  a  positive  step;  however,  since  the 
demand  for  these  types  of  loans  is  low,  the  bank  was 
encouraged  to  identify  other  ways  to  assist  the  bank’s 
community  in  meeting  its  housing-related  credit  needs. 

Conclusion 

While  the  four  reasons  the  bank  felt  the  Needs  to 
Improve  rating  was  assigned  were  being  reviewed  in 
detail,  a  comprehensive  reassessment  of  the  bank’s 
overall  CRA  performance  was  conducted.  After  careful 
review,  it  was  found  that  a  Needs  to  Improve  rating 
accurately  reflects  the  bank’s  performance  during  the 
period  of  evaluation  covered  in  the  bank’s  PE.  Although 
there  was  too  much  emphasis  placed  on  the  bank’s 
loan  to  deposit  ratio  in  the  PE,  the  overall  rating  of 
Needs  to  Improve  was  accurate.  The  rating  is  based 
primarily  on  the  bank’s  performance  associated  with  its 
limited  flexibility  in  lending  decisions. 

It  is  evident  that  management  and  the  board  of  direc¬ 
tors  have  taken  steps  to  enhance  the  performance 
since  the  examination.  As  evidenced  by  the  board  of 
directors’  approval  of  the  changes  in  the  loan  policy, 
management  and  the  directors  have  recognized  the 
bank’s  ability  to  be  more  flexible  in  its  lending  standards 
without  sacrificing  quality.  Although  it  appears  the 
bank’s  loan  demand  is  relatively  low  and  the  level  of 
market  competition  has  increased  because  of  the 
movement  of  large  institutions  into  the  bank’s  area,  it  is 
believed  that  through  revising  the  bank’s  standards, 
offering  new  products,  aggressively  educating  the 
bank’s  delineated  community,  and  marketing  these 
products  effectively,  the  bank  will  find  additional  credit 
needs  that  can  be  met.  The  bank  is  uniquely  postured 
to  materially  benefit  from  an  elevated  level  of  commu¬ 
nity  development  activities.  Focused  efforts  in  this  area 
should  result  in  improved  CRA  performance. 
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International  Supervisory  Activities 


Supervisory  Agreement  Between  the  United 
States  and  Germany 

On  April  21,  1994,  the  German  Ministry  issued  a  regu¬ 
lation  under  Article  53c  of  the  German  Banking  Act 
which  exempted  branches  of  U.S.  banks  in  Germany 
from  restrictions  that  had  been  previously  applicable. 
These  exemptions  are  comparable  to  those  that  had 
been  granted  to  branches  from  member  states  of  the 
European  Union.  Branches  of  German  banks  in  the 
United  States  have  not  been  subject  to  similar  restric¬ 
tions. 

This  regulation  followed  an  exchange  of  letters,  on 
February  17,  1994,  between  the  German  Ministry  of 
Finance  and  the  U.S.  Department  of  the  Treasury  and 
between  the  Bundesaufsichtsamt  f uer  das  Kreditwesen 
(the  German  Federal  Banking  Supervisory  Office)  and 
the  Office  of  the  Comptroller  of  the  Currency  and  the 
Board  of  Governors  of  the  Federal  Reserve  System. 

A  branch  of  a  U.S.  bank  in  Germany  may  now  use  the 
consolidated  capital  of  the  bank  to  determine  compli¬ 
ance  with  German  legal  lending  and  large  exposure 
limits.  Previously,  these  limits  were  based  on  the  level 
of  “dotation”  or  local  capital  of  each  branch.  However, 
a  branch  of  a  U.S.  bank  in  Germany  must  still  maintain 
the  minimum  “dotation”  capital  level  of  ECU  5  million. 
In  addition,  branches  of  U.S.  banks  in  Germany  will  no 
longer  be  subject  to  German  capital  standards  or  limi¬ 
tations  on  investment  in  fixed  assets.  The  German 
banking  supervisory  authorities  will  rely  on  the  supervi¬ 
sion  by  U.S.  supervisory  authorities  in  these  matters. 

The  exchange  of  letters  also  confirms  mutual  interest  in 
enhancing  cooperation  in  the  supervision  of  cross-bor¬ 
der  establishments  of  the  U.S.  and  German  banks. 
Cooperation  includes  exchanges  of  information,  con¬ 
tact  during  the  authorization  procedure,  on-site  exami¬ 
nations,  and  notification  of  any  major  changes.  The  text 
of  the  regulation  and  the  exchange  of  letters  follows. 

★  *  ★ 


First  Decree  Concerning  the  Exemption  of 
Businesses  Based  Outside  of  the  European 
Community  from  Requirements  of  the 
Banking  Law 

April  21,  1994 

Bonn,  Federal  Republic  of  Germany 

On  the  basis  of  Article  53C,  Paragraph  2  of  the  Banking 
Law,  as  amended  on  June  30,  1993  (BGBL.  16  1082), 
the  Federal  Minister  of  Finance  decrees  that: 

Article  1 

For  branches  of  credit  institutions  based  in  the  United 
States  of  America  which  are  supervised  by  the  Board 
of  Governors  of  the  Federal  Reserve  System  or  the 
Office  of  the  Comptroller  of  the  Currency, 

1)  Principles  1  and  1A  of  the  Federal  Banking  Super¬ 
visory  Office,  which  concern  capital  adequacy  stand¬ 
ards  regarding  limitations  on  overall  credit  volume  and 
price  risk  in  connection  with  Articles  10  and  10A  of  the 
Banking  Law,  and 

2)  Article  12  of  the  Banking  Law,  which  concerns  limi¬ 
tations  on  certain  fixed  asset  investments  will  no  longer 
apply. 

Article  2 

For  the  branches  referred  to  in  Article  1  above,  statutory 
limitations  on  large  exposures,  as  stipulated  in  Articles 
13  and  13A  of  the  Banking  Law,  will  be  based  on  the 
consolidated  capital  of  the  U.S.  parent  bank  instead  of 
the  branch  bank’s  capital  as  required  by  Article  53, 
Paragraph  2,  Number  4  of  the  Banking  Law. 

Article  3 

This  decree  will  enter  into  effect  on  the  day  of  its 
promulgation. 
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February  17,  1994 

Dr.  Joachim  Henke 
Deputy  Assistant  Secretary 
Banking,  Insurance  and  Securities 
Ministry  of  Finance 
Bonn,  Germany 

Dear  Dr.  Henke: 

The  Unites  States  Treasury  welcomes  the  enactment  of 
section  53c  of  the  Banking  Act  of  the  Federal  Republic 
of  Germany,  which  authorizes  the  German  Minister  of 
Finance  to  exempt  branches  of  foreign  banks  (includ¬ 
ing  United  States  banks)  headquartered  outside  the 
European  Economic  Community  and  operating  in  Ger¬ 
many  from  certain  provisions  of  the  Banking  Act.  In  light 
of  recent  discussions  held  among  officials  of  the  Ger¬ 
man  Finance  Ministry,  the  Federal  Banking  Supervisory 
Office,  the  Deutsche  Bundesbank,  the  U.S.  Depart¬ 
ment  of  the  Treasury,  the  Office  of  the  Comptroller  of  the 
Currency  and  the  Board  of  Governors  of  the  Federal 
Reserve  System,  and  in  the  interests  of  ensuring  equal 
competitive  opportunities  for  United  States  bank 
branches  operating  in  Germany  and  German  bank 
branches  operating  in  the  United  States,  I  hereby  affirm 
the  following: 

First,  United  States  banking  supervisory  authorities  su¬ 
pervise  United  States  banking  firms  in  accordance  with 
internationally  accepted  principles,  including  in  those 
areas  for  which  an  exemption  may  be  granted  under 
section  53c  of  the  Banking  Act  which  are  covered  in  the 
letter  dated  February  17,  1994  from  the  Office  of  the 
Comptroller  of  the  Currency  and  the  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System  to  the  Federal 
Banking  Supervisory  Authority.  In  particular,  the  United 
States  banking  supervisors  apply  capital  adequacy 
standards  on  a  consolidated  basis. 

Second,  the  United  States  accords  national  treatment 
to  German  bank  branches  operating  in  the  United 
States  pursuant  to  the  International  Banking  Act  of  1 978 
and  other  statutes.  National  treatment  ensures  equal 
competitive  opportunities  for  German  banks  in  the 
United  States  and  has  long  been  a  cornerstone  of 
United  States  law  and  policy. 

Third,  I  recognize  and  welcome  the  cooperative  efforts 
among  our  supervisory  authorities  as  evidenced  by  the 
exchange  of  letters  between  U.S.  and  German  banking 
supervisors.  Cooperative  efforts  such  as  these  promote 
a  safe  and  efficient  international  financial  system. 

Finally,  in  the  event  of  any  changes  in  the  supervisory 
law  of  the  United  States  of  America  or  of  the  Federal 
Republic  of  Germany  which  would  significantly  affect 


the  legal  circumstances  of  branch  offices  in  the  two 
countries,  the  above  steps  toward  improving  and  eas¬ 
ing  banking  supervision  shall  be  reviewed. 

It  is  our  understanding  that  based  on  the  above  points, 
the  German  Ministry  of  Finance  is  willing  to  provide 
certain  exemptions  to  U.S.  bank  branches  under  sec¬ 
tion  53c  of  the  German  Banking  Law  in  accordance  with 
the  regulatory  letters. 

Sincerely, 

Barry  S.  Newman 
Deputy  Assistant  Secretary 
International  Monetary  and  Financial  Policy 
Department  of  the  Treasury 
Washington,  DC 

★  *  ★ 

17  February  1994 

Department  of  the  Treasury 
1500  Pennsylvania  Avenue,  NW 
Washington,  DC  20220 
U.S. A.  ' 

Subject:  Application  of  Section  53  c  no.  2  of  the  Ger¬ 
man  Banking  Act  (KWG)  to  branch  offices  of  United 
States  Banks  in  Germany. 

The  Federal  Ministry  of  Finance  welcomes  the  fact  that 
on  the  basis  of  the  negotiations  between  officials  of  the 
United  States  Treasury,  the  Office  of  the  Comptroller  of 
the  Currency,  the  Board  of  Governors  of  the  Federal 
Reserve  System  and  the  Federal  Ministry  of  Finance, 
the  Federal  Banking  Supervisory  Office  and  the  Deutsche 
Bundesbank,  it  is  possible  for  agreement  on  coopera¬ 
tion  in  the  field  of  banking  supervision  to  be  reached 
between  the  banking  supervisory  authorities  of  the 
United  States  of  America  and  the  Federal  Republic  of 
Germany,  as  set  out  in  the  letters  of  17  February  1994. 
The  Federal  Ministry  of  Finance  will  pass  a  Regulation 
based  on  section  53  c  no.  2  of  the  German  Banking  Act 
(KWG),  specifying  that  in  the  following  areas  the  super¬ 
vision  of  branch  offices  of  United  States  banks  will  no 
longer  be  conducted  by  the  German  supervisory 
authorities: 

—  Principle  I  on  capital  requirements  to  limit  the  ag¬ 
gregate  volume  of  loans; 

—  Principle  I  a  to  limit  price  risks; 

limitation  of  investment  in  illiquid  assets  (section  1 2 
KWG). 

In  these  areas  the  German  banking  supervisory 
authorities  will  rely  on  supervision  by  United  States 
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supervisory  authorities  and  will  in  this  respect  no  longer 
exercise  separate  supervision  of  branch  offices  of 
United  States  banks  operating  in  Germany. 

The  Federal  Ministry  of  Finance  will  also  pass  a  Regu¬ 
lation  based  on  section  53  c  no.  2  of  the  German 
Banking  Act  (KWG),  specifying  that  for  the  purposes  of 
supervision  of  United  States  banks  operating  in  the 
Federal  Republic  of  Germany,  for  the  limitation  of  large 
loans  (sections  13  and  13  a  KWG)  the  consolidated 
liable  capital  of  the  United  States  banking  group  shall 
take  the  place  of  the  endowment  capital. 

In  this  connection  the  Federal  Ministry  of  Finance  points 
out  that  pursuant  to  section  53  in  conjunction  with 
section  32  paragraph  (1)  no.  1  and  section  33  para¬ 
graph  (1)  no.  1  of  the  German  Banking  Act  (KWG)  the 
branch  office  of  the  United  States  bank  must  continue 
to  maintain  the  minimum  paid-up  capital. 

The  Federal  Ministry  of  Finance  welcomes  the  fact  that 
German  banks  operating  in  the  United  States  of  Amer¬ 
ica  are  accorded  national  treatment  and  confirms  that 
this  also  applies  to  branch  offices  of  United  States 
banks  operating  in  the  Federal  Republic  of  Germany 
pursuant  to  the  German  Banking  Act  (KWG).  Moreover, 
the  Federal  Ministry  of  Finance  welcomes  the  fact  that 
United  States  banking  supervisory  authorities  will  moni¬ 
tor  adherence  to  capital  adequacy  standards  on  a 
consolidated  basis  and  confirms  that  German  banks 
will  also  be  monitored  on  a  consolidated  basis  in  ac¬ 
cordance  with  international  standards. 

If  legislation  on  banking  supervision  is  changed  in  the 
United  States  of  America  or  in  Germany  substantially 
impairing  the  legal  position  of  the  branch  offices  in  the 
two  countries,  the  mechanisms  devised  to  improve  and 
facilitate  banking  supervision  will  have  to  be  reviewed. 

Both  the  Federal  Ministry  of  Finance  and  the  United 
States  Treasury  presume  that  cooperation  between 
supervisory  authorities  will  promote  a  safe  and  efficient 
international  financial  system. 

Dr.  Joachim  Henke 
Bundesministerium  der  Finanzen 
Bonn 

Federal  Republic  of  Germany 

*  ★  ★ 


February  17,  1994 

Mr.  Jochen  Sanio 
Departmental  President 
Bundesaufsichtsamt  fur  das  Kreditwesen 
Gardeschutzenweg  71-101 
D  -  12203  Berlin 
Germany 

Dear  Mr.  Sanio: 

As  agreed  at  the  meeting  in  Berlin  on  October  8,  1 993, 
it  would  be  mutually  beneficial  for  U.S.  and  German 
regulators  to  work  closely  and  cooperatively  in  carrying 
out  our  respective  responsibilities  for  banks  operating 
on  a  cross-border  basis.  This  letter  confirms  the  interest 
of  U.S.  regulators  in  enhancing  supervisory  coopera¬ 
tion  between  U.S.  and  German  bank  regulators. 

It  is  our  understanding  that  a  subsequent  exchange  of 
letters  between  the  U.S.  Department  of  Treasury  and 
the  German  Ministry  of  Finance  will  formalize  the  ex¬ 
emption  of  branches  of  U.S.  banks  in  Germany  from 
certain  currently  applicable  restrictions,  comparable  to 
the  exemptions  granted  to  banks  from  member  states 
of  the  European  Union,  as  provided  in  Article  53c  of  the 
Banking  Act  of  the  Federal  Republic  of  Germany. 

In  the  course  of  meetings  among  representatives  of  the 
Bundesaufsichtsamt  fur  das  Kreditwesen  (“BAK”),  the 
Deutsche  Bundesbank,  and  the  Finance  Ministry,  and 
staff  of  the  Board  of  Governors  of  the  Federal  Reserve 
System  (“Federal  Reserve”),  the  Office  of  the  Comp¬ 
troller  of  the  Currency  (“OCC”),  and  the  Treasury  De¬ 
partment,  it  has  been  agreed,  subject  to  the  provision 
of  information  summarized  below  concerning  supervi¬ 
sion  and  regulation  of  U.S.  banks  and  agreement  to 
enhance  consultation  and  cooperation  between  U.S. 
and  German  bank  regulators,  that  German  branches  of 
U.S.  banks  would  receive  exemptions  under  Article  53c 
from  operating  restrictions  that  are  based  on  the  "dota¬ 
tion”  or  endowment  capital  required  at  each  branch.  As 
a  result,  operating  restrictions  imposed  on  German 
branches  of  a  U.S.  bank  with  regard  to  the  limitation  of 
large  credits  (as  defined  in  Articles  13  and  13a  of  the 
German  Banking  Act)  would  be  based  on  the  consoli¬ 
dated  capital  of  the  U.S.  parent  bank. 

We  understand  that  the  relief  granted  to  the  branches 
of  U.S.  banks  would  also  extend  to  the  restrictions, 
supervision,  and  reports  that  relate  to:  capital  ade¬ 
quacy  standards  (“Grundsatz  I”)  for  limiting  overall 
credit  volume;  capital  adequacy  standards  (“Grund¬ 
satz  la”)  for  limiting  price  risks;  and  limitation  on  invest¬ 
ments  in  fixed  assets  (Article  1 2  of  the  German  Banking 
Act).  We  also  understand  and  appreciate  the  willing¬ 
ness  of  the  BAK  to  hold  further  discussions  on  the  ability 
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of  U  S  banks’  branches  in  Germany  to  process  data  at 
locations  outside  Germany  where  such  operations  are 
subject  to  appropriate  supervision  by  U.S.  authorities. 

Supervision  of  U.S.  Banks 

As  has  been  discussed,  U.S.  banks  are  supervised  in 
each  of  the  areas  to  be  covered  by  the  regulatory 
exemptions  on  a  consolidated  basis  in  accordance 
with  internationally  accepted  principles.  U.S.  banks 
must  meet  risk-based  capital  standards  that  conform 
to  the  Basle  Accord.  These  standards  require  each  U.S. 
bank  to  maintain,  at  a  minimum,  a  ratio  of  total  capital 
to  risk-weighted  assets  of  eight  percent,  of  which  at 
least  four  percent  should  be  in  the  form  of  core,  or  tier 
one,  capital. 

Aggregate  lending  by  a  U.S.  bank  to  a  single  borrower 
generally  may  not  exceed  fifteen  percent  of  the  consoli¬ 
dated  capital  of  the  bank,  although  another  ten  percent 
may  be  lent  if  the  loan  is  fully  secured.  Aggregate  large 
credit  exposures  are  monitored  through  reports  and 
on-site  examinations  of  the  institutions  and,  in  many  of 
the  larger  U.S.  banks,  by  resident  examiners.  U.S. 
regulators  may  limit  these  exposures  further  through 
supervisory  recommendations  or  enforcement  actions 
when  appropriate.  Investments  in  fixed  assets  gener¬ 
ally  may  not  exceed  100  percent  of  a  U.S.  bank’s 
capital. 

With  respect  to  data  processing  activities,  U.S.  banking 
supervisors  examine  and  review  the  controls  and  facili¬ 
ties  of  the  U.S.  banks  for  their  electronic  data  process¬ 
ing.  Such  activities  must  conform  to  supervisory 
requirements  regarding  protection  of  the  information 
processed  and  maintaining  appropriate  back-up  facili¬ 
ties  in  the  case  of  emergencies. 

Finally,  the  risk  to  each  U.S.  bank  arising  from  trading 
activities  is  supervised  through  the  examination  proc¬ 
ess  on  a  bank-by-bank  basis  and  is  monitored  to  en¬ 
sure  that  appropriate  controls  are  in  place  to  permit 
safe  and  sound  operations.  Each  U.S.  bank  must  apply 
appropriate  limits  to  its  open  positions,  including  de¬ 
rivative  positions,  on  a  consolidated  basis,  and  must 
ensure  compliance  with  these  limits  through  explicit 
policies,  specific  internal  controls,  and  periodic  internal 
audits.  Factors  that  are  evaluated  for  each  bank  include 
the  overall  condition  of  the  institution  and  the  ability  to 
manage  its  global  positions.  U.S.  regulators  also  have 
the  enforcement  authority  to  ensure  that  banks  comply 
with  law  and  operate  in  a  safe  and  sound  manner. 

Each  of  the  requirements  described  above  applies  to 
the  worldwide  activities  of  a  U.S.  bank,  and  capital- 
based  limitations  refer  to  the  bank's  consolidated  capi¬ 
tal  Under  the  principles  of  national  treatment  and 


equality  of  competitive  opportunity,  capital-based  limi¬ 
tations  for  U.S.  branches  of  German  banks  similarly 
refer  to  the  consolidated  capital  of  the  German  parent 
bank.  Banking  regulators  in  the  United  States  monitor 
compliance  with  these  requirements  through  periodic 
reports  and  on-site  examinations. 

Consultation  and  Cooperation 

In  connection  with  the  above,  the  U.S.  banking  super¬ 
visors  express  their  willingness  to  cooperate  with  the 
German  bank  supervisors  on  the  basis  of  mutual  trust 
and  understanding  in  the  supervision  of  cross-border 
branches  and  other  establishments  of  banks  and  credit 
institutions  incorporated  in  the  respective  other  country. 
Cooperation  would  include  contact  during  the  authori¬ 
zation  procedure  (including  both  issuance  and  revoca¬ 
tion  of  any  branch  license)  as  well  as  in  the  supervision 
of  the  ongoing  activities.  In  addition,  supervisors  may 
seek  specific  as  well  as  more  general  information  and 
advice  on  the  activities  of  branches  from  the  authorities 
in  the  other  country.  Information  would  be  shared  to  the 
extent  reasonable  and  subject  to  any  relevant  statutory 
provisions,  including  those  restricting  disclosure.  In  this 
regard,  employees  of  the  U.S.  banking  supervisors  are 
obligated  by  law  and  regulation  to  maintain  the  confi¬ 
dentiality  of  information  received  in  the  course  of  their 
duties. 

As  has  been  discussed,  the  U.S.  and  German  banking 
supervisors  will  respond  to  requests  for  information  on 
any  aspect  of  their  respective  national  regulatory  sys¬ 
tems  and  will  inform  each  other  about  any  major 
changes,  in  particular  about  those  which  have  a  signifi¬ 
cant  bearing  on  the  activities  of  cross-border  branch 
and  other  establishments  by  banks  or  credit  institutions 
incorporated  in  the  respective  other  country. 

With  respect  to  approvals  to  establish  offices,  if  a  bank 
or  credit  institution  from  Germany  applies  to  establish 
a  branch  or  agency  in  the  United  States,  the  U.S. 
banking  supervisors  shall  inform  the  BAK  without  delay. 
We  understand  that  the  German  banking  supervisors 
will  also  inform  us  of  any  proposal  by  a  U.S.  banking 
organization  to  establish  an  office  in  Germany.  To  the 
extent  that  information  is  required  on  whether  a  bank  is 
subject  to  consolidated  supervision  by  home  country 
authorities,  the  Federal  Reserve  and  OCC  will  seek 
from  the  BAK  or  other  authorities  the  information  on  a 
particular  bank  that  is  necessary  to  make  a  determina¬ 
tion  on  home  country  supervision. 

The  U.S.  and  German  banking  supervisors  have  also 
agreed  that,  upon  request,  the  home  supervisor  will 
inform  the  host  supervisors  of  the  equity  and  capital 
ratios  of  the  bank  or  credit  institution,  whether  the  bank 
is  subject  to  and  in  substantial  compliance  with  bank- 


34 


ing  laws  and  regulations,  and  whether  the  bank  may  be 
expected,  given  its  administrative  structure  and  inter¬ 
nal  controls,  to  manage  the  branch  or  other  cross-bor¬ 
der  establishment  in  an  orderly  manner.  Furthermore, 
to  the  extent  reasonable  and  consistent  with  law,  the 
supervisors  will  share  information  that  may  reflect  ad¬ 
versely  on  the  character,  integrity,  or  experience  of  the 
prospective  managers  of  the  cross-border  estab¬ 
lishment. 

The  U.S.  and  German  banking  supervisors  will  inform 
each  other,  in  a  timely  manner  and  to  the  extent  reason¬ 
able,  about  any  event  which  has  the  potential  to  endan¬ 
ger  the  stability  of  banks  or  credit  institutions  with 
cross-border  establishments  in  the  respective  other 
country.  They  will  also  inform  each  other  of  administra¬ 
tive  penalties  imposed,  or  any  other  formal  enforce¬ 
ment  action  taken,  on  a  cross-border  establishment  as 
host  supervisor  or  on  the  bank  or  credit  institution  as 
home  supervisor  if  they  judge  the  information  as  possi¬ 
bly  important  to  the  supervisors  of  the  other  country  as 
it  relates  to  the  operation  of  the  cross-border  estab¬ 
lishment.  Whenever  appropriate,  ad-hoc  meetings  will 
be  arranged  to  resolve  serious  supervisory  problems 
concerning  a  cross-border  establishment. 

The  U.S.  and  German  banking  supervisors  agree  that 
cooperation  is  particularly  useful  in  assisting  each  other 
in  carrying  out  on-site  inspections  of  cross-border  es¬ 
tablishments.  The  home  supervisors  will  inform  the  host 
supervisors  of  both  the  commencement  and  conclu¬ 
sion  of  the  audit  or  examination  of  the  cross-border 
establishment  and  provide  information  on  the  results  of 
the  review  to  the  extent  reasonable  and  in  a  timely 
manner.  Consultation  and  cooperation  may  include 
sharing  information  as  may  be  reasonable  on  the  re¬ 
sults  of  audits  or  examinations  of  banks  or  credit  insti¬ 
tutions  relevant  to  the  operations  of  the  cross-border 
establishment. 

In  order  to  enhance  cooperation  between  supervisors, 
representatives  of  the  U.S.  and  German  banking  super¬ 
visors  will  meet  as  often  as  appropriate  to  discuss 
issues  concerning  banks  and  credit  institutions  which 
maintain  cross-border  establishments  in  the  respective 
other  country.  The  U.S.  and  German  supervisors  may 
promote  their  cooperation  through  visits  for  informa¬ 
tional  purposes,  and  by  exchange  of  staff  for  practical 
internships. 

The  Federal  Reserve  and  the  OCC  look  forward  to 
continued  cooperation  and  discussions  on  these  and 
other  supervisory  matters. 


Very  truly  yours, 

Susan  F.  Krause 
Senior  Deputy  Comptroller  for 
Bank  Supervision  Policy 
Office  of  the 

Comptroller  of  the  Currency 

Richard  Spillenkothen 
Director 

Division  of  Banking 
Supervision  and  Regulation 
Board  of  Governors 
of  the  Federal  Reserve  System 

Washington,  DC 


February  17,  1994 

Ms.  Susan  F.  Krause 
Senior  Deputy  Comptroller  for 
Bank  Supervision  Policy 
Office  of  the  Comptroller 
of  the  Currency 
Washington,  DC  20219 
USA 

Mr.  Richard  Spillenkothen 
Director 

Division  of  Banking  Supervision 

and  Regulation 

Board  of  Governors  of  the 

Federal  Reserve  System 

Washington,  DC  20551 

USA 

Dear  Ms.  Krause, 

Dear  Mr.  Spillenkothen: 

I  thank  you  for  your  letter  of  February  17, 1994,  in  which 
you  provide  an  outline  of  the  supervision  of  U.S.  banks 
and  in  which  you  define,  along  the  lines  that  have  been 
agreed  at  the  meeting  in  Berlin,  the  scope  of  consult¬ 
ation  and  cooperation  between  U.S.  and  German  su¬ 
pervisors  concerning  banks  with  cross-border 
operations. 

As  stated  in  the  letter  of  the  German  Finance  Ministry 
to  the  U.S.  Treasury  Department  of  February  17,  1994, 
the  German  Finance  Ministry  intends  to  pass  a  regula¬ 
tion  under  section  53c  no.  2  of  the  German  Banking  Act 
(“Kreditwesengesetz”  or  "KWG”)  which  provides  relief 
to  the  branch  establishments  of  U.S.  based  banks  in 
Germany  (hereinafter  also  referred  to  as  "U  S. 
branches”)  by  granting  them  major  exemptions  which 
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EC  based  banks  enjoy  in  respect  of  their  cross-border 
branch  establishments  in  other  Member  States  under 
the  European  Passport.”  The  U.S.  branches  would  be 
exempted  from  the  German  capital  adequacy  require¬ 
ments  (“Grundsatz  I”)  as  well  as  from  the  limitation  of 
open  positions  involving  price  risks  (“Grundsatz  la”) 
and  the  limitation  of  investments  in  fixed  assets  (section 
12  KWG).  Furthermore,  the  statutory  limits  on  large 
exposures  (sections  13,  13a  KWG)  would  be  based  on 
the  consolidated  capital  of  the  U.S.  parent  bank  rather 
than  on  the  dotation  capital  of  the  branch  establishment 
in  Germany. 

In  addition  to  these  exemptions,  I  declare  in  principle 
my  willingness  to  make  it  possible  for  branches  of  U.S. 
banks  in  Germany  to  transmit  data  to  and  process  data 
at  the  EDP  facilities  of  their  headquarters  in  the  United 
States,  subject  to  appropriate  supervision  by  the  U.S. 
authorities.  A  solution  in  this  regard  should  be  worked 
out  in  later,  separate  negotiations,  which  I  am  prepared 
to  start  at  short  notice. 

I  thank  you  for  your  description  of  your  supervisory 
practice  in  the  fields  which  would  be  covered  by  the 
exemptions.  Your  supervisory  practice  is,  to  my  under¬ 
standing,  well  in  line  with  internationally  accepted  prin¬ 
ciples  and,  therefore,  with  regard  to  section  53c  no.  2 
(a)  KWG  well  suited  to  meet  the  legal  requirements  for 
the  prospective  exemptions. 

According  to  section  53c  no.  2  (c)  KWG,  the  above 
mentioned  exemptions  may  be  granted  to  branch  es¬ 


tablishments  of  non  EC  banks  but  subject  to  the  condi¬ 
tion  that  the  home-country  authorities  are  prepared  to 
cooperate  satisfactorily  with  the  Bundesaufsichtsamt.  I 
confirm  that  the  extent  and  main  features  of  the  coop¬ 
eration  between  our  authorities,  as  envisaged  in  your 
letter,  is  well  in  line  with  section  53c  no.  2  (c)  KWG.  And 
I  may  emphasize  in  this  regard  that  the  contract  which 
is  to  be  established  between  our  authorities  to  resolve 
the  prudential  issues  in  the  authorization  procedure  is 
of  particular  importance  to  us.  In  this  connection  I  would 
like  to  clarify  expressively,  that  according  to  section  7 
KWG  the  Deutsche  Bundesbank  participates  in  bank¬ 
ing  supervision  and  therefore  also  participates  in  the 
agreed  cooperation.  Finally  I  would  reassure  you  that 
any  information  received  by  the  Bundesaufsichtsamt  or 
the  Deutsche  Bundesbank  from  the  U.S.  banking 
authorities  in  the  course  of  cooperation  is  subject  to 
secrecy  provisions  in  Germany  having  the  force  of  law. 

Apart  from  the  legal  aspects,  I  highly  welcome  and  look 
forward  to  our  intensified  collaboration  which  I  trust  will 
contribute  to  the  strengthening  of  the  international 
banking  system. 

Sincerely, 

Jochen  Sanio 

Bundesaufsich  samt  fur  das  Kreditwesen 
Berlin 

Federal  Republic  of  Germany 
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Mr.  Chairman  and  members  of  the  subcommittee,  I 
thank  you  for  this  opportunity  to  testify  on  H.R.  4503, 
the  Derivatives  Safety  and  Soundness  Supervision  Act 
of  1994.  As  supervisor  of  national  banks,  the  Office  of 
the  Comptroller  of  the  Currency  (OCC)  believes  that  the 
safety  and  soundness  issues  associated  with  bank  use 
of  derivatives  are  of  great  importance,  and  that  H.R. 
4503  is  a  thoughtful  response  to  these  issues. 

The  OCC  does  not  believe,  however,  that  legislation 
applying  to  national  banks  in  the  derivatives  area  is 
necessary  at  this  time.  As  my  statement  will  describe, 
we  are  pursuing  the  goals  of  H.R.  4503  through  numer¬ 
ous  efforts  to  increase  our  supervision  of  bank  deriva¬ 
tives  activities  and  to  modify  the  accounting  and 
disclosure  requirements  applying  to  those  activities. 

For  example,  the  OCC  has  recently  issued  guidance  to 
the  chief  executive  officers  of  all  national  banks  on  risk 
management  of  financial  derivatives.  The  guidance 
addresses  many  issues  raised  by  H.R.  4503,  including 
market  risk,  legal  risk,  and  senior  management  super¬ 
vision  and  board  of  director  oversight  to  ensure  deriva¬ 
tives  activities  are  conducted  in  a  safe  and  sound 
manner.  Last  September,  the  OCC  helped  to  form  an 
informal  interagency  task  force  to  coordinate  supervi¬ 
sion  of  derivatives  among  the  banking  and  thrift  regu¬ 
latory  agencies,  and  to  address,  among  other  things, 
accounting  and  disclosure  issues.  The  OCC  is  also 
participating  in  the  Basle  Committee  on  Bank  Supervi¬ 
sion’s  international  efforts  to  enhance  the  risk-based 
capital  standards  applying  to  bank  use  of  derivatives, 
and  in  the  Working  Group  on  Financial  Markets,  chaired 
by  Secretary  Bentsen. 

Guidance  on  Risk  Management 

Soon  after  I  became  Comptroller,  I  recruited  Douglas  E. 
Harris,  a  Senior  Attorney  and  Managing  Director  of  JP. 
Morgan  and  Co.  with  substantial  expertise  in  the  de¬ 
rivatives  activities  of  major  Wall  Street  securities  firms 
and  commercial  banking  organizations,  as  my  Senior 
Policy  Advisor.  Mr.  Harris,  who  is  now  the  Senior  Deputy 
Comptroller  for  Capital  Markets,  formed  and  leads  the 
OCC's  Derivatives  Task  Force,  which  has  produced 
additions  to  and  refinements  of  OCC  policy  in  this  area. 

One  of  the  first  products  of  the  Task  Force  was  the 
OCC's  Banking  Circular  277,  "Risk  Management  of 
Financial  Derivatives,”  which  we  issued  on  October  27, 


1993,  to  the  chief  executive  officers  of  all  national 
banks.  On  May  10  of  this  year,  the  OCC  issued  23 
pages  of  further  guidance  to  banks  in  the  form  of 
commonly  asked  questions  and  our  answers  to  them. 
The  questions  and  answers  provide  additional  detail  on 
topics  such  as  the  duties  of  senior  management  and 
the  board  of  directors  for  oversight  of  derivatives  activi¬ 
ties,  monitoring  the  interconnectedness  of  risks,  and 
the  responsibilities  of  dealers  toward  end-users.  We  are 
also  developing  supplemental  examiner  guidance  and 
examination  procedures  to  accompany  BC  277,  which 
will  include  detailed,  comprehensive  procedures  for 
examining  the  derivatives  activities  of  national  banks. 
We  plan  to  issue  this  guidance  shortly. 

BC  277  and  the  accompanying  questions  and  answers 
provide  guidance  on  many  supervisory  items  that  H.R. 
4503  would  require  the  banking  agencies  to  consider 
implementing: 

Senior  Management  and  Board  Oversight— The  board 
of  directors  and  senior  management  are  responsible  for 
ensuring  that  derivatives  activities  are  safe  and  sound, 
consistent  with  the  bank’s  overall  business  and  risk 
management  strategies,  based  on  written  policies  and 
procedures,  and  monitored  properly. 

Market  Risk  Management — National  banks  should  have 
risk  management  systems  that  are  appropriate  to  the 
extent  and  nature  of  their  participation  in  the  derivatives 
markets  (e.g.,  as  a  dealer  or  end-user)  and  also  to  the 
extent  of  those  activities.  Those  systems  should  allow  the 
bank  to  respond  quickly  to  changes  in  market  factors. 

Banks'  systems  and  controls  should  properly  measure 
and  monitor  interconnected  risk  positions  (i.e.,  risk 
linkages  attributed  to  intra-market  connections  among 
rates  and  prices).  Such  systems  and  controls  constitute 
the  best  defense  against  sizeable  individual  losses  or 
significant  systemic  disruptions.  Open  and  timely  com¬ 
munications  between  trading,  operating,  and  risk  man¬ 
agement  units  are  also  important. 

Credit  Risk  Management — National  banks  should  have 
credit  risk  management  policies  and  procedures  guid¬ 
ing  their  derivatives  activities  that  are  similar  to  those 
required  in  traditional  lending  activities  Those  policies 
should  include  credit  limits  and  reporting,  as  well  as  a 
method  of  quantifying  and  responding  to  risk  exposure 
on  an  ongoing  basis. 
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A  bank's  approving  credit  officers  should  be  able  to 
identify  if  a  proposed  derivatives  transaction  is  consis¬ 
tent  with  a  counterparty's  policies  and  procedures  with 
respect  to  derivatives  activities,  as  they  are  known  to 
the  bank.  A  customer’s  ability  to  perform  its  obligations 
under  a  derivatives  transaction  depends,  in  part,  on  the 
appropriateness  of  the  transaction  to  the  customer’s 
financial  situation  and  its  business  practices  and  ob¬ 
jectives. 

Liquidity  Risk  Management— -National  banks  should 
have  effective  controls  over  their  liquidity  exposures 
from  derivatives  activities.  Those  controls  should  in¬ 
clude  established  exposure  limits,  diversification 
standards,  and  regular  and  independent  monitoring. 

Operations  and  Systems  Risk  Management — National 
banks  involved  in  derivatives  activities  should  dedicate 
the  quality  and  quantity  of  financial,  personnel,  and 
systems  resources  appropriate  to  the  activity  and 
should  ensure  that  risks  are  managed  independently  of 
the  business  unit. 

Capital  Adequacy — In  addition  to  meeting  statutory  and 
regulatory  standards,  a  bank’s  capital  should  support 
the  risk  arising  from  its  derivatives  activities. 

Legal  Issues — National  banks  should  be  certain  that 
counterparties  in  derivatives  transactions  have  all  nec¬ 
essary  legal  and  regulatory  authority  to  engage  in 
derivatives  activities,  and  that  contracts  are  legally 
enforceable.  They  also  should  be  aware  of  the  legal 
issues  involved  in  netting  arrangements. 

Where  appropriate,  the  circular  distinguishes  between 
those  requirements  and  standards  applicable  to  deal¬ 
ers  and  those  applicable  to  end-users.  (Dealers  are 
banks  that  actively  provide  liquidity  to  other  dealers  and 
to  their  customers,  and  end-users  include  banks  that 
use  derivatives  to  manage  their  balance  sheet  risks.) 
BC  277  sets  forth  best  practices  and  safe  and  sound 
procedures  for  managing  risk,  and  we  expect  all  na¬ 
tional  banks— dealers  and  end-users— to  apply  the 
guidance  not  only  to  their  derivatives  activities,  but  also 
to  risk  management  generally,  to  the  extent  possible. 

Since  issuing  BC  277,  we  have  begun  to  examine 
national  banks  for  their  compliance  with  its  guidance 
through  on-site  examinations  and  evaluations  of  inter¬ 
nal  risk  management  processes  and  internal  controls. 
We  examine  the  banks  with  the  largest  volume  of  de¬ 
rivatives  activities  on  a  continuous  basis;  those  banks 
account  for  95  percent  of  the  notional  amount  of  deriva¬ 
tives  contracts  reported  by  national  banks.  There  are 
full-time,  resident  examiner  staffs  in  each  of  the  seven 
dealer  banks  and  at  the  largest  end-user  banks  the 
OCC  supervises,  ranging  in  size  from  3  to  22  examiners 


at  the  dealer  banks  and  from  1  to  13  at  the  largest 
end-user  banks.  We  often  supplement  those  perma¬ 
nent  staff  with  additional,  specialized  examiners  during 
derivatives-related  examinations.  Most  other  end-user 
banks  are  examined  once  every  twelve  months,  and 
every  national  bank  is  examined  at  least  once  every 
eighteen  months. 

As  with  other  banking  activities,  the  examiners  who  are 
implementing  BC  277  receive  on-the-job  training  in 
examination  of  bank  derivatives  activities  under  the 
supervision  of  senior  examiners.  The  OCC  also  pro¬ 
vides  formal  instruction  for  its  examiners.  In  July  1992, 
the  OCC  created  the  Capital  Markets  Training  Program 
(CMTP)  to  provide  advanced  technical  training  for  ex¬ 
aminers  specializing  in  bank  capital  markets  activities, 
including  derivatives  activities.  Currently,  81  examiners 
are  enrolled.  In  1993,  the  program  sponsored  three 
seminars  to  address  advanced  topics  related  to  the 
supervision  of  bank  derivatives  activities.  CMTP  partici¬ 
pants  are  kept  informed  of  current  market  topics,  in¬ 
cluding  derivatives  topics,  through  their  own 
newsletter.  OCC  examiners  also  receive  training  on 
bank  derivatives  activities  through  a  number  of  special¬ 
ized  courses,  many  of  which  are  conducted  by  the 
Federal  Financial  Institutions  Examination  Council 
(FFIEC),  of  which  the  OCC  is  a  member. 

Interagency  Efforts  to  Improve  Supervision  of  Bank 
Derivatives  Activities 

In  addition  to  implementing  BC  277,  the  OCC  is  partici¬ 
pating  in  several  domestic  and  international  efforts  to 
coordinate  regulation  of  derivatives  use.  Last  Septem¬ 
ber,  we  coordinated  the  formation  of  an  informal  inter¬ 
agency  task  force  of  bank  and  thrift  regulators.  The  task 
force,  which  includes  staff  from  the  OCC,  the  Federal 
Reserve  Board  (FRB),  the  Office  of  Thrift  Supervision 
(OTS),  and  the  Federal  Deposit  Insurance  Corporation 
(FDIC),  was  originated  to  discuss  and  develop  coordi¬ 
nated  policies  and  procedures  for  the  supervision  of 
bank  and  thrift  derivatives  activities.  The  group  has 
several  goals;  to  share  information  on  the  extent  of 
banks'  involvement  in  derivatives  activities;  to  enhance 
disclosures  by  banks  of  their  derivatives  activities;  to 
discuss  ways  of  achieving  greater  cooperation  in  the 
examination  process;  and  to  review  and  evaluate  pro¬ 
cedures  for  risk  valuation,  pricing,  and  stress  testing. 
The  task  force  is  also  working  on  accounting  issues. 
Later  in  my  statement,  I  will  describe  some  of  our 
progress  in  those  areas. 

The  OCC  has  also  participated  in  the  Working  Group 
on  Financial  Markets,  chaired  by  Secretary  Bentsen. 
The  Working  Group  was  originally  established  in  the 
wake  of  the  1987  market  crash  to  enhance  the  integrity, 
efficiency,  orderliness,  and  competitiveness  of  U.S. 
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financial  markets,  and  to  maintain  investor  confidence. 
The  group,  which  includes  the  chairs  of  the  Federal 
Reserve  Board,  the  Securities  and  Exchange  Commis¬ 
sion,  and  the  Commodity  Futures  Trading  Commission, 
has  resumed  its  regular  meetings  and  has  added  de¬ 
rivatives,  and  interagency  coordination  of  derivatives 
supervision,  to  its  agenda. 

Capital  Adequacy 

The  OCC's  risk-based  capital  requirement  (12  CFR  3, 
Appendix  A)  imposes  an  explicit  capital  charge  for  the 
current  and  potential  credit  (counterparty)  risk  expo¬ 
sure  in  financial  derivative  products.  This  capital 
charge  applies  to  interest  rate  and  foreign  exchange 
(FX)  swaps,  forward  rate  agreements,  and  purchased 
interest  rate  and  FX  options,1  as  well  as  to  commodity 
and  equity-index  swaps.  In  conjunction  with  the  risk- 
based  requirement,  banks  are  required  to  maintain  a 
minimum  capital  leverage  ratio.  The  leverage  ratio  pro¬ 
vides  a  cushion  against  risks  (e.g.,  legal  and  opera¬ 
tional  risks)  that  are  difficult  to  quantify. 

The  OCC  supports  and  is  participating  in  the  develop¬ 
ment  of  comparable  capital  regulations  among  banking 
agencies  and  countries,  as  H.R.  4503  would  require. 
Comparable  standards  would  help  to  prevent  competi¬ 
tive  inequalities,  given  the  truly  global  nature  of  deriva¬ 
tives  markets.  Hence,  the  OCC  has  been  working  in 
conjunction  with  the  other  U.S.  banking  and  thrift  regu¬ 
lators  and  foreign  banking  regulators  to  incorporate  risk 
arising  from  bank  derivatives  transactions  into  our  capi¬ 
tal  standards.  The  scope  of  these  initiatives  includes 
assessments  of  credit  risk  and  market  risk. 

Credit  Risk 

The  Basle  Committee  Proposal  on  Netting  would  rec¬ 
ognize  legally  enforceable  bilateral  netting  arrange¬ 
ments  when  computing  a  bank’s  counterparty  credit 
risk  exposure  in  derivatives.  Currently,  only  netting  by 
novation2  is  permitted.  Although  this  proposal  would 
have  the  effect  of  reducing  the  capital  charge  for  cer¬ 
tain  derivatives  transactions,  the  OCC  believes  that  the 
proposal  will  also  reduce  the  level  of  settlement  risk 
and,  therefore,  systemic  risk  in  the  derivatives  markets. 


'Exchange-traded  futures  contracts,  which  require  the  daily  payment 
of  any  variation  in  the  market  value  of  the  contract,  are  not  subject  to 
the  capital  requirements. 

2Netting  is  the  agreed  offsetting  of  positions  or  obligations  by  coun¬ 
terparties  or  participants  in  a  clearing  system.  Netting  reduces  a 
larger  number  of  individual  positions  or  obligations  to  a  smaller 
number  of  positions.  Novation  refers  to  the  satisfaction  and  discharge 
of  an  existing  contractual  obligation  by  the  substitution  of  new 
contractual  obligations.  Netting  by  novation  occurs,  therefore,  when 
the  existing  contractual  obligation  is  extinguished  by  the  subsequent 
new  obligations. 


The  Basle  Committee  released  a  consultative  paper  on 
this  proposal  in  April  1993,  and  the  OCC,  the  FRB,  and 
the  FDIC  are  working  to  implement  the  Basle  Commit¬ 
tee  initiatives  through  the  rulemaking  process.  The 
OCC  and  the  FRB  issued  a  notice  of  proposed  rulemak¬ 
ing,  published  in  the  Federal  Register  on  May  20,  to 
seek  public  comments  on  this  topic.  The  comment 
period  ended  on  June  20.  The  OCC  received  1 1  letters 
commenting  on  the  proposal.  All  commenters  sup¬ 
ported  the  proposal,  although  some  suggested 
changes  to  modify  or  clarify  certain  aspects  of  the 
requirements  imposed  by  the  rule.  We  will  consider  all 
the  comments  carefully,  and  we  expect  to  issue  a  final 
rule  by  the  end  of  this  year. 

Market  Risk 

(a)  The  FDICIA  Section  305  Proposal  would  establish  a 
system  for  measuring  a  bank’s  overall  interest  rate 
risk  exposure  and  provide  a  basis  for  requiring 
capital  for  exposures  that  exceed  a  threshold  level. 
The  proposed  rule  would  measure  a  bank’s  interest 
rate  risk  exposure  on  a  portfolio  basis.  Derivatives 
exposures  would  be  fully  incorporated  into  the  risk 
measure:  to  the  extent  that  a  bank’s  use  of  deriva¬ 
tives  increases  its  interest  rate  risk  exposure,  it  may 
be  required  to  hold  additional  capital  against  that 
exposure. 

The  U.S.  banking  agencies  issued  a  joint  Notice  of 
Proposed  Rulemaking  on  this  proposal  on  Septem¬ 
ber  14,  1993.  The  comment  period  for  the  proposal 
closed  on  October  29,  1993.  Since  then,  at  my 
direction,  OCC  staff  have  been  examining  ways  to 
enhance  and  improve  the  supervisory  measure¬ 
ment  system  we  proposed  last  fall.  In  conducting 
this  review,  our  staff  have  drawn  upon  the  many 
thoughtful  comment  letters  that  the  agencies  re¬ 
ceived,  and  on  work  done  by  staffs  at  the  other 
agencies  and  by  academic  researchers. 

As  a  result  of  this  review,  we  are  looking  at  ways  to 
improve  the  accuracy  of  the  measurement  system. 
For  example,  we  are  considering  whether  we  should 
require  some  banks  to  report  additional  information 
on  certain  activities  or  portfolios.  In  considering 
these  changes,  we  are  balancing  the  tradeoffs  be¬ 
tween  increased  complexity  and  reporting  burden, 
and  increased  accuracy.  Our  goal  is  to  adopt  a 
system  that  provides  sufficient  accuracy  for  deter¬ 
mining  a  capital  charge,  but  with  sufficient  transpar¬ 
ency  so  that  bank  management  can  understand 
and  calculate  its  own  capital  requirements. 

(b)  The  Basle  Committee  Proposal  on  Market  Risk  for 
Trading  Books  would  incorporate  a  capital  charge 
for  the  market  risk  of  equity  and  debt  derivatives  that 
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are  part  of  a  bank's  trading  activities.  This  charge 
would  be  in  addition  to  the  current  risk-based  capi¬ 
tal  charge  for  counterparty  (credit)  exposures.  The 
charge  would  not  be  applied  to  derivatives  held 
outside  of  trading  portfolios,  such  as  those  used  to 
hedge  balance-sheet  positions  arising  from  the 
bank’s  normal  lines  of  business. 

The  Basle  Committee  issued  a  consultative  paper 
on  this  proposal  in  April  1993,  and  the  consultative 
period  closed  on  December  31,  1993.  In  response 
to  the  comments  it  received,  the  Committee  is  ex¬ 
amining  the  feasibility  of  allowing  banks’  internal 
market  risk  measurement  models  to  play  a  greater 
role  in  determining  the  capital  charge. 

Any  proposal  to  modify  the  OCC’s  current  risk- 
based  capital  guidelines  that  might  result  from  this 
consultative  paper  would  be  issued  for  full  public 
comment  through  the  rulemaking  process  before 
being  adopted.  The  OCC  would  carefully  consider 
these  comments  before  adopting  any  proposals. 

(c)  The  Basle  Committee  Proposal  on  Foreign  Ex¬ 
change  Risk  would  introduce  a  capital  charge  on  a 
bank's  net  open  foreign  currency  and  precious  met¬ 
als  positions.  Any  foreign  exchange  or  precious 
metal  derivative  instrument  would  be  included  in 
determining  a  bank’s  net  open  position.  This  charge 
would  be  in  addition  to  any  applicable  counterparty 
or  market  risk  capital  charges  that  are  under  con¬ 
sideration  by  the  Basle  Committee. 

Also  in  April  1993,  the  Basle  Committee  issued  a 
consultative  paper  on  this  proposal.  The  consult¬ 
ative  period  closed  December  31,1 993.  As  with  the 
market  risk  proposal,  the  OCC  would  seek  public 
comments  through  the  rulemaking  process  and 
carefully  consider  those  comments  before  adopting 
any  change  to  its  current  risk-based  capital  guide¬ 
lines. 

Accounting  and  Disclosure 

At  present,  our  examiners  collect,  as  part  of  our  regular 
supervision  of  bank  derivatives  activity,  information  that 
we  require  for  our  supervisory  needs.  In  particular,  BC 
277  states  that  a  national  bank's  risk  management 
procedures  should  include  reports  to  senior  manage¬ 
ment  and  the  board  of  directors  that  accurately  present 
the  nature  and  level(s)  of  risk  the  bank  is  taking  and 
document  compliance  with  approved  policies  and  lim¬ 
its.  OCC  examiners  obtain  and  review  such  information 
during  the  regular  examination  process,  with  the  objec¬ 
tive  of  focusing  on  the  risks  to  which  banks  are  ex¬ 
posed.  As  previously  stated,  there  are  full-time,  resident 
examiner  staffs  at  each  of  the  seven  dealer  banks  and 


at  the  largest  end-user  banks,  who  continuously  moni¬ 
tor  the  bank’s  risk,  including  the  risk  from  its  derivatives 
activities. 

The  interagency  task  force  I  have  described  has  iden¬ 
tified  several  changes  to  the  Call  Report,  discussed 
below,  that  would  improve  bank  disclosures  in  the 
derivatives  area.  Many  of  those  changes  are  compara¬ 
ble  to  the  Call  Report  revisions  that  H.R.  4503,  Title  I, 
Section  102  would  require  the  banking  agencies  to 
consider. 

In  December  1993,  the  FFIEC  adopted  the  task  force’s 
proposal  to  expand  regulatory  reports  to  include  infor¬ 
mation  on  non-performing  derivatives  contracts  and  to 
enhance  disclosure  about  derivatives  held  in  a  trading 
or  dealing  capacity.  These  changes  were  effective  in 
the  March  31,  1994,  Call  Reports. 

In  March  1994,  the  FFIEC  approved  the  task  force's 
proposal  for  additional  Call  Report  disclosures  that 
would  provide  regulators  with  more  consistent  data  and 
improve  public  access  to  data  on  banks’  derivatives 
activities.  Hence,  on  March  9,  the  FFIEC  published  in 
the  Federal  Register  a  proposal  that  would  require 
banks  to  increase  their  disclosures  of  derivatives  posi¬ 
tions  and  revenues.  The  comment  period  for  the  pro¬ 
posal  ended  on  May  9,  and  we  are  evaluating  the  39 
comments  the  FFIEC  has  received. 

Specifically,  the  proposal  would  expand  the  current 
disclosures  of  notional  amounts  by  requiring  banks 
to  report  separately  their  exchange-traded  and  OTC 
derivatives  transactions.  Such  information  would  pro¬ 
vide  additional  information  on  new  lines  of  business 
and  concentrations  in  particular  markets  or  products. 
The  proposal  would  also  require  banks  with  over 
$100  million  in  assets  to  report  data  on  the  positive 
and  negative  fair  values  of  outstanding  derivatives 
contracts.  Those  data  would  allow  analysis  of  gross 
credit  risk  exposures  from  these  activities.  In  addi¬ 
tion,  in  anticipation  of  the  aforementioned  possible 
change  in  the  netting  rules  for  risk-based  capital 
purposes,  the  proposal  would  require  a  bank  to  re¬ 
port,  as  a  single  number,  its  net  current  credit  expo¬ 
sure.  In  calculating  this  exposure,  the  proposal  would 
recognize  legally  enforceable  bilateral  netting  ar¬ 
rangements  across  all  derivatives  contracts,  which 
would  provide  a  more  accurate  estimate  of  an  indi¬ 
vidual  bank’s  credit  risk. 

Also  under  the  proposal,  banks  with  over  $100  million 
in  assets  would  be  required  to  report,  as  of  March  31 , 
1995,  additional  income  data  related  to  off-balance- 
sheet  items.  Those  banks  would  report  the  impact  of 
off-balance-sheet  items  on  their  net  interest  margin  and 
on  their  non-interest  income.  The  new  data  would  en- 
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able  bank  supervisors  and  the  public  to  better  analyze 
the  nature  of  such  activities  and  their  effects  on  a  bank’s 
earnings. 

Like  many  market  observers,  however,  the  OCC  be¬ 
lieves  that  the  public  disclosures  made  by  institutions 
engaging  in  derivatives  activities  do  not  give  sufficient 
information  to  counterparties  and  investors  about  the 
extent  of  those  activities  and  their  associated  risks.  The 
OCC  supports  the  accounting  profession’s  efforts  to 
improve  disclosures  for  all  users  of  derivatives,  and  we 
contribute  to  those  efforts  where  appropriate.  For  ex¬ 
ample,  we  comment  on  proposals  issued  by  the  Finan¬ 
cial  Accounting  Standards  Board  (FASB),  and  we 
participate  in  the  FASB’s  Financial  Instruments  Task 
Force. 

With  regard  to  public  disclosures,  we  note  that  several 
major  dealer  and  active  end-user  banks  have  made 
substantial  improvements  in  the  level  and  detail  of  their 
disclosure  of  derivatives  activities  in  their  1993  Annual 
Reports,  and  we  support  the  banking  industry’s  efforts 
to  voluntarily  improve  disclosures. 

The  FASB  has  also  proposed  to  increase  disclosure 
requirements  for  holdings  of  derivative  financial  instru¬ 
ments,  and  the  OCC  supports  the  FASB's  efforts  to 
improve  public  disclosures  in  the  derivatives  area.  The 
new  disclosures  would  require  all  businesses  and  not- 
for-profit  organizations  to  disclose  on  financial  state¬ 
ments  the  amounts,  nature,  and  terms  of  their  derivative 
instruments.  The  proposal  would  also  require  organiza¬ 
tions  to  disclose  why  they  are  holding  or  issuing  the 
derivatives,  thereby  implementing  several  of  the  quali¬ 
tative  disclosures  described  in  Section  102  of  H.R. 
4503. 

Enforceability 

Section  201(c)  of  H.R.  4503  would  allow  the  banking 
agencies  to  treat  noncompliance  with  the  provisions  of 
that  subsection  as  an  "unsafe  and  unsound  practice  in 
conducting  the  business  of  the  institution  involved."  As 
noted  above,  BC  277  sets  forth  procedures  for  the  safe 
and  sound  management  of  a  bank's  derivatives  activi¬ 
ties.  Pursuant  to  12  U.S.C.  1818,  the  OCC  has  the 
authority  to  take  enforcement  action  regarding  any 
unsafe  or  unsound  banking  practice  arising  from  a 
national  bank's  noncompliance  with  BC  277.  If  an  ex¬ 
aminer  finds  that  a  national  bank  is  not  in  substantial 
compliance  with  BC  277,  he  or  she  will  notify  OCC 
management  and  inform  the  bank’s  board  and  senior 
management  that  we  expect  the  bank  to  correct  the 
problem.  If  the  bank  fails  to  address  the  problem  to  our 
satisfaction,  we  may  then  commence  an  enforcement 
action  requiring  the  bank  to  take  corrective  action  to 
address  an  unsafe  or  unsound  practice. 


Hence,  we  have  full  enforcement  authority  to  address 
noncompliance  with  the  guidelines  when  that  noncom¬ 
pliance  represents  unsafe  or  unsound  conduct.  At  the 
same  time,  guidelines  are  more  flexible  than  regula¬ 
tions;  they  allow  us  to  respond  more  quickly  to  new 
issues  and  concerns,  and  to  adapt  to  a  quickly  evolving 
industry,  while  preserving  the  ability  of  banks  to  re¬ 
spond  efficiently  and  flexibly  to  new  opportunities. 

Other  Supervisory  Changes  Under  OCC  Consideration 

Based  on  our  recent  examinations  of  national  banks 
and  discussions  we  have  had  with  market  participants, 
it  appears  that,  for  the  most  part,  national  banks,  and 
especially  the  dealer  banks,  have  committed  consider¬ 
able  technological  and  human  resources  to  managing 
and  controlling  the  risks  arising  from  their  derivatives 
activities.  The  OCC  continues  to  have  some  concerns 
about  these  activities,  however. 

First,  our  examiners  have  found  that  the  extent  of  senior 
management  and  board  knowledge  and  oversight  of 
bank  derivatives  activities  at  a  few  national  banks  is  not 
as  broad  as  we  would  like.  While  senior  management 
and  the  board  of  directors  may  rely  on  inside  and 
outside  professionals  to  manage  their  derivatives  ac¬ 
tivities,  proper  knowledge  and  oversight  on  the  part  of 
senior  managers  and  the  board  is  a  critical  element  of 
our  guidance  and  of  sound  risk  management.  Hence, 
our  examiners  have  informed  the  management  at  those 
banks  that  we  expect  them  to  correct  any  deficiencies 
in  this  regard,  and  we  are  monitoring  the  actions  the 
banks  are  taking  to  ensure  they  correct  the  problems 
we  have  identified.  More  recently,  we  are  finding  that 
senior  management  and  board  members  at  many  na¬ 
tional  banks  are  placing  greater  emphasis  on  receiving 
information  about  and  understanding  the  derivatives 
risks  at  their  institutions. 

Second,  we  are  paying  particular  attention  to  bank 
trading  and  use  of  certain  specialized  derivative  instru¬ 
ments,  including  certain  types  of  collateralized  mort¬ 
gage  obligations,  some  structured  notes,  and  certain 
highly-leveraged  over-the-counter  transactions.  The 
markets  for  such  instruments  tend  to  be  less  liquid,  and 
their  values  more  volatile  when  compared  with  "plain 
vanilla”  and  market-tested  derivatives  instruments; 
hence,  their  risks  may  be  less  readily  understood.  The 
OCC  is  examining  whether  further  supervisory  action 
on  these  instruments  is  appropriate. 

Third,  the  proprietary  trading  units  of  some  of  the  dealer 
banks  actively  trade  cash  and  derivative  instruments  to 
establish  risk  positions  for  the  bank  that  are  inde¬ 
pendent  of  the  bank’s  customer-related  and  risk  man¬ 
agement  activities.  These  proprietary  trading  units 
represent  only  a  small  portion  of  a  bank’s  trading  activi- 


43 


ties,  and  they  are  intended  to  make  use  of  the  powerful 
research  capabilities  and  portfolio  management  exper¬ 
tise  that  banks  have  in  place  to  serve  customer  needs. 
We  supervise  such  trading  operations  closely  to  ensure 
that  national  banks  operating  them  are  adequately 
controlling  the  associated  risks.  Nevertheless,  the  fact 
that  federally  insured  institutions  are  engaging  in  these 
activities  raises  certain  public  policy  issues;  and,  as  a 
result,  the  OCC  is  devoting  further  attention  to  this  area. 
We  do  not  believe,  however,  that  requiring  banks  to 
confine  their  proprietary  trading  activities  to  separately 
capitalized  subsidiaries  would  address  these  issues;  and 
in  fact,  we  have  some  concerns  that  doing  so  could 
increase  the  risk  these  activities  pose  to  the  financial 
system. 

Conclusion 

The  OCC  does  not  believe  legislation  applying  to  na¬ 
tional  banks  is  necessary  in  the  derivatives  area  at  this 


time.  As  my  statement  has  described,  the  OCC  is 
addressing  a  range  of  issues  related  to  the  regulation 
of  derivatives  use  by  national  banks,  and  we  will  con¬ 
tinue  to  strengthen  our  supervision  of  these  activities, 
as  appropriate.  We  remain  committed  to  participating 
in  joint  efforts  to  adopt  and  promote  policies  and  regu¬ 
lations  that  are  appropriate  for  these  evolving  markets. 

We  believe  that  our  policies  and  strategies  for  address¬ 
ing  supervisory  and  public  policy  concerns  arising  from 
national  bank  use  of  derivative  instruments  are  sound 
and  appropriate.  As  the  OCC  implements  BC  277  and 
the  pending  examination  guidelines,  we  will  continue  to 
evaluate  the  effectiveness  of  current  policy  in  reaching 
our  supervisory  objectives.  Should  we  find  current 
measures  to  be  inadequate,  we  will  take  further  action 
to  address  any  areas  of  concern. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Federal 
Financial  Institutions  Examination  Council  (FFIEC)  Fair  Lending  Seminar,  on  fair 
lending,  Washington,  DC,  July  18,  1994 


At  my  confirmation  hearing  before  the  Senate  Banking 
Committee,  I  made  this  pledge:  “As  Comptroller,  I  will 
work  to  remove  discrimination  from  our  financial  system, 
root  and  branch."  I  have  repeated  this  pledge  many  times 
since  assuming  office,  and  it  has  guided  my  actions  in 
setting  supervisory'  and  enforcemnt  policies. 

I  made  that  pledge  for  four  reasons.  First,  I  deeply 
believe,  as  I  know  your  believe,  in  equal  opportunity.  To 
deny  credit,  or  any  other  building  block  of  prosperity, 
on  the  basis  of  characteristics  like  race  or  sex  that  have 
nothing  to  do  with  a  person’s  financial  condition  or 
ability  to  repay  is  wrong.  Even  if  it  were  not  illegal,  this 
kind  of  discrimination  would  still  be  wrong,  and  I  would 
still  be  committed  to  eliminating  it. 

Second,  like  many  Americans,  I  saw  evidence  of  lend¬ 
ing  discrimination  mounting  reports  in  the  Atlanta  Con¬ 
stitution  and  the  Detroit  Free  Press,  the  Decatur  Federal 
case,  the  Boston  Federal  Reserve  study.  Although  none 
of  these  items  conclusively  demonstrated  a  problem, 
their  collective  weight  had  to  be  addressed. 

Third,  I  saw  a  growing  belief  that  regulators  were  not 
taking  their  obligations  under  the  fair  lending  laws 
sufficiently  seriously.  In  1990,  when  Congress  man¬ 
dated  that  the  regulators  report  on  their  efforts  to  ad¬ 
dress  lending  discrimination,  the  OCC’s  report  to 
Congress  was  barely  a  page  long  a  slap  in  the  face  to 
anybody  concerned  with  equal  opportunity  in  lending, 
and  a  disservice  to  the  many  fine  public  servante  in  the 
regulatory  community  who  care  deeply  about  equal 
opportunity.  I  saw  how  such  actions  were  corroding  the 
reputation  and  credibility  of  the  banking  regulators  and, 
in  particular,  the  OCC. 

Finally,  I  believed  in  the  banking  industry.  But  what  I  saw 
was  an  industry  that  had  been  hurt,  its  public  standing 
badly  tarnished,  by  repeated  allegations  that  many  of 
its  customers  did  not  enjoy  equal  credit  opportunity.  I 
knew,  and  time  has  only  deepened  my  conviction,  that 
the  industry  supports  equal  opportunity  in  lending.  And 
I  had  confidence  that  the  industry’s  leadership  would 
work  with  me  to  advance  that  goal. 

Since  I  took  office,  my  staff  and  I  have  taken  a  number 
of  important  steps  to  strengthen  the  OCC’s  efforts  in  the 
fair  lending  arena.  We  have  faced  many  hard  ques¬ 
tions,  many  difficult  operational  issues,  and  we  are 
learning  a  great  deal.  Today,  I  want  to  tell  you  about  our 
experience  to  date,  discuss  some  of  the  important 


questions  we  are  encountering,  and  ask  your  help  in 
moving  forward. 

Three  Lessons 

Let  there  be  no  mistake:  as  long  as  I  am  Comptroller, 
the  OCC  will  take  the  fair  lending  laws  seriously.  But 
taking  fair  lending  seriously  does  not  mean  that  we 
should  proceed  reflexively.  Nor  does  it  mean  that  we 
should  ignore  legitimate  practical  concerns.  Taking  fair 
lending  seriously  means  proceeding  thoughtfully  and 
deliberately,  recognizing  the  problems  along  the  way, 
and  facing  up  to  them,  learning  from  experience,  and 
exercising  some  common  sense. 

If  we  have  learned  one  thing  from  our  work  in  the  fair  lending 
arena  over  the  past  15  months,  it  is  this:  These  are  extremely 
difficult  issues,  difficult  both  in  principle  and  in  practice. 
While  the  statutes  give  some  guidance,  the  law  is  not  yet 
clear  enough  to  resolve  many  of  the  operational  questions 
that  banks,  and  bank  regulators,  face  as  we  seek  to  make 
equal  opportunity  lending  a  reality  in  this  country. 

In  this  regard,  I  want  to  highlight  three  areas  where 
experience  is  teaching  us  some  hard  lessons. 

Lesson  One.  We  are  learning  that  what  equal  credit 
opportunity  means  in  principle  is  not  always  clear. 
Reasonable  people  of  good  intentions  differ  about 
whether  fair  lending  means  treating  people  equally  or 
treating  people  fairly  whether  the  goal  is  scrupulously 
identical  treatment  or  substantively  equal  opportunity. 
Similar  debates  have  raged  for  years  in  other  arenas 
of  civil  rights  law.  In  the  lending  arena,  however,  the 
debate  is  only  beginning. 

The  stakes  in  this  debate  over  principle  are  indeed 
high.  If  scrupulously  equal  treatment  becomes  our 
watchword,  two  consequences  will  ensue. 

First,  America's  lending  institutions  will  lose  much  of 
their  discretion  to  make  character  loans.  To  be  sure,  that 
discretioin  sometimes  has  been  used  to  deny  credit  on 
the  basis  of  unwarranted  stereotypes  about  credit-wor¬ 
thiness.  But  it  also  can  be,  and  often  has  been,  used 
for  the  benefit  of  borrowers  whose  paper  qualifications 
for  credit  are  not  clear-cut. 

Second,  and  relatedly,  under  a  standard  of  scrupulous 
equality,  we  must  be  prepared  for  the  probability  that 
activities  intended  to  provide  equal  economic  opportu- 
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nity  could  prove  unlawful.  Credit  counseling  programs, 
flexible  underwriting  standards,  and  special  loan  prod¬ 
ucts  targeted  to  specific  population  groups  could  fail 
the  test  of  equal  treatment,  however  desirable  they 
might  be  by  other  policy  measures.  Lending  institutions 
organized  for  the  benefit  of  specific  populations,  how¬ 
ever  much  those  populations  might  need  such  institu¬ 
tions,  could  easily  run  afoul  of  a  strict  equal  treatment 
test.  Whatever  we  might  gain  through  such  an  interpre¬ 
tation  of  fair  lending  and  there  would  be  some  gains  we 
must  recognize  there  would  also  be  significant  costs. 

I  believe  we  should  reject  the  view  that  Congress 
intended  us  to  adopt  a  mechanical  reading  of  the  fair 
lending  laws.  Skillful  differentiation  between  credit  ap¬ 
plicants  is  essential  to  the  advancement  of  populations 
and  communities  our  financial  system  has  underserved 
far  too  long.  An  economy  in  which  every  loan  applicant 
is  evaluated  through  a  rigid,  inflexible  credit  scoring 
system  and  in  which  banks  lack  the  flexibility  to  make 
character  loans  will  make  slow  progress  toward  equal 
economic  opportunity,  whatever  pride  we  might  take  in 
its  scrupulous  fairness.  As  our  inner  cities  continue  to 
decline,  our  rural  communities  to  depopulate,  and  our 
underclasses  to  swell,  we  must  set  our  sights  higher 
than  mere  mechanical  equality. 

Remember  the  big  picture.  Countless  cities,  suburbs, 
and  small  towns  across  America  are  plagued  with 
deplorable  levels  of  poverty,  violence,  and  general 
distress.  In  1992,  nearly  37  million  Americans  lived  in 
poverty.  One  in  every  five  children  and  nearly  one  in 
every  two  African  American  children  live  in  poverty.  On 
any  given  night,  more  than  750,000  people,  100,000  of 
them  children,  are  sleeping  on  the  street  or  in  shelters. 
Over  5  million  lower-income  families  are  paying  more 
than  half  of  their  limited  incomes  for  rent  or  live  in 
substandard  housing. 

America's  banks  and  thrifts  have  neither  the  ability  nor 
the  responsibility  to  solve  these  problems.  But  because 
they  are  based  in  our  communities,  they,  more  than  any 
other  class  of  financial  institutions,  have  a  stake  in  the 
fate  of  those  communities.  With  sufficient  flexibility,  they 
can  make  important  contributions,  as  many  of  them 
already  are,  to  the  solutions. 

Again,  I  recognize  that  flexibility  in  the  lending  process 
can  be  a  double-edged  sword.  We  must  guard  against 
and  correct  abuses.  But  if  we  read  the  fair  lending  laws 
to  deny  our  financial  institutions  that  flexibility  if  we 
sheath  the  sword  altogether  we  will  deprive  our  needi¬ 
est  communities  of  their  most  powerful  weapon. 

Lesson  Two.  We  are  learning  that  this  uncertainty  at  the 
level  of  basic  principle  gives  rise  to  numerous  uncer¬ 
tainties  at  the  level  of  banking  practice. 


For  example,  if  a  bank  institutes  a  “second  look"  pro¬ 
gram  to  review  rejected  minority  loan  applications  and 
ensure  they  have  been  fairly  considered,  has  it  fur¬ 
thered  equal  credit  opportunity  through  an  appropriate 
process  adjustment  or  has  it  inappropriately  differenti¬ 
ated  the  credit  underwriting  process  along  prohibited 
lines? 

Sound  underwriting,  in  effect,  is  neither  more  nor  less 
than  effective  discrimination  on  the  basis  of  ability  to 
repay.  No  law  prohibits  such  discrimination  and  nobody 
would  seriously  propose  such  a  law.  But  ability  to  repay 
is  affected  in  some  measure  by  income,  and  in  many 
markets,  the  lower  a  prospective  borrower’s  income, 
the  more  likely  that  he  or  she  is  a  minority.  So  the 
business  of  underwriting  loans  to  individuals  can  be 
laden  with  potential  for  disparate  impact.  With  respect 
to  any  part  of  the  underwriting  process  that  could  have 
such  an  impact,  lenders  need  to  know  how  strong  a 
business  justification  is  required  for  it  to  pass  legal 
muster.  What  constitutes  a  "business  necessity”  under  the 
disparate  impact  prong  of  fair  lending  analysis?  How  can 
a  lender  prove  the  existence  of  such  a  necessity? 

We  have  no  case  law  to  illuminate  our  efforts  to  answer 
this  and  other  difficult  practical  questions.  We  have  very 
little  legislative  history.  And  in  the  absence  of  clear  legal 
guidance,  we  must  feel  our  way  through  a  range  of 
possible  interpretations  of  the  law  a  process  made  all 
the  more  difficult  by  the  need  for  consistency  across 
different  classes  of  lending  institutions  and  throughout 
the  government,  and  made  even  more  difficult  by  the 
fact  that  so  many  arms  of  the  federal  government  have 
a  role  in  the  interpretive  process. 

We  will  find  workable  interpretations  of  these  laws  in  the 
end.  Although  lenders  should  expect  greater  attention 
to  the  analytical  basis  of  their  underwriting  criteria,  this 
administration  will  not  interpret  the  principle  of  dispa¬ 
rate  impact  so  as  to  make  prudent  underwriting  unlaw¬ 
ful.  Despite  the  doom  and  gloom  predictions  of  some 
fearmongering  banking  consultants,  nobody  not  the 
OCC,  not  the  Fed,  not  the  FDIC,  not  the  OTS,  not  HUD, 
not  DOJ  seeks  such  a  result.  Nor  do  I  believe  we  will 
in  the  end  endorse  interpretations  that  require  lenders 
to  turn  to  inflexible  underwriting  standards  or  mechani¬ 
cal  credit  scoring  to  avoid  liability. 

Lesson  Three.  We  are  learning  that  the  technology  to 
detect  fair  lending  violations  is  imperfect.  Until  the 
spring  of  1 993,  our  fair  lending  examination  procedures 
reflected  the  belief  that  discrimination  occurred  only 
when  credit  was  denied  to  exemplary  minority  appli¬ 
cants.  Our  examiners  simply  looked  at  rejected  minority 
loan  applications  and  asked  if  their  files  showed  a  good 
reason  for  the  rejection.  If  the  answer  was  yes,  the  case 
was  closed. 


46 


Those  procedures  were  flawed.  The  law  does  not  say 
that  as  a  lender  you  have  to  have  a  good  reason  to  turn 
down  a  minority  loan  applicant.  It  says  you  have  to  treat 
minority  and  nonminority  applicants  comparably.  You 
could  have  a  good  reason  for  every  minority  rejection, 
but  still  be  discriminating  if  you  accepted  nonminority 
applications  with  similar  flaws.  That  is  why  our  new, 
interim  fair  lending  examination  procedures  require  our 
examiners  to  compare  rejected  minority  loan  applica¬ 
tions  with  accepted  nonminority  applications. 

Unfortunately,  we  are  finding  that  while  our  new  ap¬ 
proach  improves  on  our  earlier  approach,  it  is  not  yet 
perfect.  Banks  whose  loan  files  at  first  seem  to  harbor 
suspicious  discrepancies  between  otherwise  compa¬ 
rable  rejected  minority  applicants  and  approved  non¬ 
minority  applicants  have  in  several  instances  been  able 
to  demonstrate  that  an  apparent  lack  of  comparable 
treatment  can  result  from  a  variety  of  circumstances 
neither  malign  nor  illegal.  For  example,  upon  further 
investigation,  our  examiners  may  identify  differences  in 
loan  products  not  initially  discernible  from  the  file.  They 
may  find  differences  in  credit  history  not  apparent  in  the 
file.  Or  they  may  find  inaccuracies  in  the  bank’s  records. 

Even  if  there  are  not  legitimate,  nondiscriminatory  rea¬ 
sons  for  apparent  differences  in  treatment,  it  is  possible 
that  the  differences  can  be  shown  to  result  from  random 
inconsistencies  in  the  underwriting  process.  This  pos¬ 
sibility  can  put  examiners  in  the  difficult  position  of 
having  to  compare  everything  with  everything  else  a 
situation  that  cries  out  for  statistical  assistance.  As  we 
continue  to  refine  our  fair  lending  examination  proce¬ 
dures,  it  seems  inevitable  that  we  will  have  to  make 
greater  use  of  statistical  analysis. 

Unfortunately,  however,  our  efforts  to  develop  a  statis¬ 
tical  model  that  will  work  as  the  basis  for  a  fair  lending 
examination  have  themselves  thus  far  encountered 
only  mixed  success.  First,  statistical  models  can  be 
used  only  where  there  is  a  sufficient  volume  of  lending 
to  permit  valid  statistical  analysis.  Second,  while  it  may 
look  as  though  statistical  analysis  can  help  us  to  identify 
potentially  worrisome  outcomes,  we  have  seen  too 
many  cases  in  which  the  statistical  appearance  of  a  fair 
lending  violation  can  arise  simply  through  bad  record¬ 
keeping  by  the  bank.  Third,  we  are  finding  that  it  is  often 
difficult  to  translate  statistical  indications  of  disparate 
treatment  into  concrete  cases  of  unlawful  discrimina¬ 
tion. 

My  point  is  not  that  responsible  fair  lending  examina¬ 
tions  are  impossible.  We  conduct  such  examinations 
routinely,  and  we  have  confidence  in  our  conclusions. 
My  point  is  rather  that,  although  we  are  advancing  the 
state  of  the  art  constantly,  the  business  of  analyzing 
loan  portfolios  for  fair  lending  violations  is  an  art  as 


much  as  a  science.  We  must  all  be  sensitive  to  the  limits 
of  such  analysis  as  we  move  forward. 

Conclusion 

I  want  to  close  my  remarks  today  with  a  warning. 

To  my  friends  in  the  banking  industry,  my  warning  is  that 
you  cannot  afford  to  get  the  fair  lending  issue  wrong. 
Those  of  you  who  think  the  key  question  is  how  to 
survive  your  next  examination  are  missing  the  point. 
Examinations  can  be  hard.  They  can  be  confusing. 
Sometimes  they  can  even  be  unfair.  But  your  biggest 
task  as  an  industry  is  not  simply  to  detail  your  legitimate 
practical  concerns.  Your  biggest  task  is  to  identify  the 
constructive  steps  you  can  take  to  work  through  those 
concerns  and  restore  public  confidence  in  your  com¬ 
mitment  to  equal  opportunity.  If  you  seize  this  issue  as 
an  opportunity,  you  will  reap  benefits  in  the  form  of  new 
business  and  heightened  respect  from  the  press,  the 
Congress,  and  your  communities.  But  if  you  reject  it  as 
a  burdent,  you  run  the  risk  that  fair  lending  concerns 
will  spread  like  a  cancer  across  the  industry’s  reputa¬ 
tion. 

To  my  friends  in  the  regulatory  community,  let  me  say 
that  we,  too,  cannot  afford  to  get  this  issue  wrong.  For 
too  many  years,  our  actions  in  this  arena  have  left  the 
impression  that  we  do  not  view  equal  opportunity  lend¬ 
ing  as  a  proper  regulatory  concern.  But  it  is  more  than 
our  proper  concern.  It  is  the  law  of  the  land.  Our  actions 
and  inactions  with  respect  to  that  law  have  major  con¬ 
sequences  not  only  for  financial  institutions,  but  for 
public  confidence  in  our  organizations,  and  for  the  lives 
of  countless  thousands  of  current  and  prospective  bor¬ 
rowers  across  America. 

And,  finally,  I  say  this  to  my  friends  in  the  civil  rights 
community  you  cannot  afford  to  get  this  issue  wrong 
either.  We  are  all  committed  to  equal  opportunity  in  the 
abstract,  but  fair  lending  is  no  longer  an  abstract  issue. 
Properly  implemented,  fair  lending  can  mean  real  eco¬ 
nomic  opportunity  for  real  people.  Implemented  poorly, 
it  can  mean  real  economic  harm  to  individuals  and 
communities  across  America.  Our  individual  and  col¬ 
lective  actions  in  the  months  and  years  to  come  will 
determine  which  of  these  paths  we  take. 

We  have  begun  a  national  debate  over  the  meaning  of 
equal  opportunity  in  lending.  Those  who  say  they  know 
what  it  means  be  they  lenders  or  borrowers,  be  they 
civil  rights  advocates,  industry  consultants,  or  mem¬ 
bers  of  the  regulatory  community  are  wrong.  Nobody 
has  all  the  answers.  The  law  is  sketchy.  The  policy  is 
evolving.  We  all  have  a  stake  in  the  outcome.  We  all 
have  a  seat  at  the  table.  Let  us  work  together  to  get  this 
right. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  OCC 
Northeastern  District’s  New  England  Community  Bankers  Outreach  Program,  on 
initiatives  to  update  bank  regulation,  Boston,  Massachusetts,  September  7,  1994 


Somebody  once  said  that  the  present  is  the  moment 
that  separates  the  past  —  which  we  can  do  nothing  to 
change  —  from  the  future  —  which  we  can  do  little  to 
change.  At  the  Office  of  the  Comptroller  of  the  Currency, 
we  think  that  that  is  too  fatalistic.  Of  course,  we  know 
we  cannot  change  the  past  —  however  much  we  might 
sometimes  like  to.  But  at  the  same  time,  nothing  re¬ 
quires  us  to  carry  the  past  around  with  us  forever,  like 
some  family  curse.  Our  business  as  bank  regulators  is 
to  improve  upon  the  past  by  changing  the  future. 

At  the  Office  of  the  Comptroller,  we  are  engaged  in 
several  initiatives  that  —  taken  together  —  are-funda- 
mentally  changing  the  way  we  regulate  banks.  I  am 
here  today  to  discuss  several  of  those  initiatives  with 
you  and,  more  important,  to  put  them  into  the  perspec¬ 
tive  of  our  overall  plan.  Stated  simply,  that  plan  is  to 
revise  our  regulatory  policy  so  that  it  does  three  things: 
One,  it  reflects  the  realities  of  the  industry,  today  and  in 
the  foreseeable  future;  two,  it  minimizes  burden  without 
sacrificing  quality;  and  three,  it  focuses  our  efforts  on 
the  areas  of  genuine  risk.  Looking  back,  we  are  elimi¬ 
nating  regulatory  requirements  that  are  outdated  or  that 
in  some  other  way  are  inappropriate  to  banking  today. 
Looking  forward,  we  are  putting  together  a  structure  of 
regulation  and  supervision  that  responds  to  a  dynamic 
banking  system,  not  the  static  system  we  studied  in 
Banking  101. 

At  the  end  of  the  day,  we  intend  to  have  a  structure  that 
is  less  complicated,  less  burdensome  and  more  effec¬ 
tive  than  what  we  have  had.  We  are  not  just  piling  on  — 
we  are  peeling  off  —  we  are  streamlining  as  we  reengi¬ 
neer.  Finally,  we  are  working  to  resolve  problems  that 
have  dogged  banking  for  decades,  problems  that  have 
warped  the  legal  and  regulatory  structure  of  your  busi¬ 
ness.  By  resolving  those  problems,  we  believe  we  can 
put  the  industry  on  a  more  competitive  footing,  and 
thereby  undergird  its  long-term  viability. 

This  agenda  —  my  agenda  —  is  intended  to  restore 
vitality  to  the  banking  industry.  In  one  way  or  another, 
we  have  been  working  toward  that  goal  ever  since  I  took 
office  sixteen  months  ago. 

Details  of  the  Agenda 

Upon  entering  office,  we  recognized  the  urgent  need 
to  reform  the  regulatory  practices  that  discouraged 
banks  from  making  sound  loans.  Among  the  eleven 
actions  we  took  were  these  three: 


You  told  us  that  the  regulatory  climate  made  even  the 
best  managed  banks  hesitate  to  make  character  loans 
to  small  business.  We  heard  you.  We  allowed  healthy 
banks  to  set  aside  a  portion  of  their  small-  and  medium¬ 
sized  business  loans  to  be  examined  solely  on  the 
basis  of  performance. 

You  told  us  that  regulation  set  up  unwarranted  obsta¬ 
cles  to  your  working  with  troubled  borrowers.  We  heard 
you.  We  allowed  banks  to  carry  their  loans  on  the  bank’s 
balance  sheets  at  values  that  reflect  the  actual  pros¬ 
pects  for  repayment  to  make  working  with  troubled 
borrowers  easier. 

You  told  us  that  you  needed  assurance  that  your  exami¬ 
nation  results  could  be  reviewed  at  the  highest  level 
without  fear  of  retribution.  We  heard  you.  We  created  an 
Office  of  the  Ombudsman  to  ensure  that  banks  have  a  fair 
and  impartial  avenue  for  review  of  examiner  decisions. 

We  responded,  but  we  did  not  stop  there.  We  immedi¬ 
ately  began  a  review  of  each  and  every  one  of  the 
regulations  on  our  books  to  eliminate  the  unnecessary 
and  to  translate  the  reminder  into  plain  English.  The  first 
fruit  of  this  effort  —  a  revision  of  our  regulation  on  the 
legal  lending  limit  for  national  banks  —  will  be  accom¬ 
plished  soon.  Also,  sometime  this  fall  we  will  publish 
proposals  to  streamline  our  regulations  on  corporate 
activities  and  investment  securities.  We  are  trying  to 
reduce  your  regulatory  burden  without  compromising 
safety  and  soundness.  Any  reduction  we  can  make  will 
have  a  direct  effect  on  national  bank  bottom  lines. 

Speaking  of  reductions  in  your  regulatory  costs,  we  are 
aware  of  industry  complaints  about  our  corporate  fees.  I 
have  asked  my  staff  to  review  these  fees  from  A  to  Z.  That 
review  is  now  under  way.  I  expect  to  be  able  to  announce 
a  number  of  specific  reductions  in  our  corporate  fees 
within  a  matter  of  weeks  —  good  news  for  national  banks. 
And  I  expect  there  may  be  even  more  good  news  to  come. 
As  you  probably  know,  the  Community  Development 
Financial  Institutions  bill  would  reduce  the  frequency  of 
examinations  for  smaller  banks  that  are  well  managed 
and  in  good  financial  condition.  I  have  asked  my  staff  to 
recommend  ways  to  translate  this  longer  examination 
cycle  into  further  relief  from  supervision  expenses.  I  hope 
to  have  some  specific  announcements  in  this  regard 
within  the  next  few  months. 

We  have  also  turned  the  same  constructively  critical 
eye  toward  our  supervisory  process,  moving  the  focus 
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away  from  yesterday's  risks  or  problems  and  putting  the 
focus  on  emerging  risks.  After  much  analysis  and  de¬ 
liberation,  we  have  determined  that,  just  as  banks  differ, 
so  should  the  approach  we  take  to  supervising  them. 
We  have  begun  to  differentiate  among  classes  and 
types  of  banks  in  our  supervision,  starting  with  efforts 
to  address  the  particular  characteristics  of  the  largest 
banks  and  the  particular  characteristics  of  smaller, 
stable,  traditional,  community-based  banks  throughout 
the  country.  For  each  of  our  largest  banks,  we  now 
develop  an  individual  risk  profile  that  incorporates  all 
the  risks  the  bank  takes  on.  We  then  try  to  determine 
whether  the  risks  are  appropriate  for  the  individual 
institution,  given  its  resources,  and  whether  the  controls 
the  institution  has  in  place  are  appropriate  to  the  risks. 

On  the  other  hand,  stable,  small,  community-oriented 
banks  engaged  in  traditional  banking  activities,  the 
type  of  bank  represented  in  this  room,  tend  to  have  a 
common  risk  profile.  That  means  that  we  can  evaluate 
a  community  bank’s  management  quality  to  a  reason¬ 
able  level  of  accuracy  without  the  routine  stress  testing 
of  its  full  panoply  of  management  systems.  As  you 
know,  we  are  beginning  to  do  just  that  by  focusing  on 
a  community  bank’s  performance  —  especially  loan 
performance  —  and  where  performance  meets  suffi¬ 
ciently  high  standards,  go  no  farther  in  the  examination 
process.  We  expect  to  have  our  small  bank  examination 
procedures  fully  phased-in  next  month. 

With  the  growth  of  new  products  and  services,  the 
banking  system  is  undergoing  fundamental  change  — 
moving  away  from  its  traditional  lending  activities.  To¬ 
day,  banks  make  about  a  third  of  their  income  from  fees. 
Over  the  last  year,  we  have  devoted  a  great  deal  of  our 
attention  to  recent  market-driven  changes  in  bank  ac¬ 
tivities  —  in  particular,  mutual  funds  sales  and  deriva¬ 
tives  —  to  protect  the  public  and  the  industry  from 
harm,  and  thereby  ensure  that  banks  are  able  to  remain 
in  these  businesses.  In  both  instances,  we  issued 
guidelines  —  not  regulations  —  to  assure  the  greatest 
flexibility  possible  in  response  to  these  fast  changing 
markets.  In  both  instances,  we  describe  minimum 
managerial  standards  and  are  working  to  ensure  com¬ 
pliance  bank  by  bank.  Our  approach  thus  far  has  been 
consultative,  not  punitive,  because  the  results  we  seek 
are  substantive,  not  simply  procedural. 

Consider  in  this  regard  the  guidelines  we  issued  on 
bank  sales  of  mutual  funds  —  guidelines  that,  among 
other  things,  call  on  banks  to  make  conspicuous  dis¬ 
closure  that  their  investment  products  are  not  FDIC 
insured  First  and  foremost,  these  guidelines  serve  to 
protect  the  customer.  But  they  also  enhance  banking's 
reputation  in  the  marketplace  as  a  high-integrity  finan¬ 
cial  service  provider  —  a  provider  known  for  above¬ 
board  dealing  and  trustworthy  advice.  To  the  same  end, 


we  have  offered  to  review  any  national  bank  advertising 
and  sales  material  in  light  of  the  guidelines  —  not  to 
punish  those  who  fall  short,  but  to  help  those  who  are 
unsure  what  we  mean  by  "conspicuous”  disclosure.  So 
far,  we  have  reviewed  material  from  more  than  700 
national  banks. 

In  a  similar,  consultative  way,  we  have  addressed  the 
safety  and  soundness  issues  associated  with  bank 
derivatives  activities.  One  year  ago,  the  OCC  issued 
Banking  Circular  277  on  managing  the  risks  associated 
with  financial  institution’s  use  of  derivatives,  and  then 
we  followed  up  in  the  spring  with  23  pages  of  further 
guidance  to  banks  in  the  form  of  commonly  asked 
questions  and  our  answers  to  them.  We  will  soon  issue 
more  examiner  guidance  —  including  detailed,  com¬ 
prehensive  procedures  —  for  examini  ng  the  derivatives 
activities  of  national  banks. 

Conclusion 

In  conclusion,  we  are  committed  to  modernizing  our 
supervisory  efforts  in  a  way  that  benefits  national  banks 
and  the  public.  What  ties  our  initiatives  together?  Again, 
the  dynamic  nature  of  the  banking  system.  Twenty 
years  ago,  the  large  institutions  in  New  York,  Chicago, 
San  Francisco,  and  Dallas  were  all  in  the  same  busi¬ 
ness.  We  cannot  say  that  anymore.  There  are  large 
banks  today  that  are,  in  effect,  trading  operations. 
Others  are  primarily  consumer  finance  operations.  Oth¬ 
ers  have  maintained  a  commercial  focus.  Twenty  years 
ago,  the  large  banks  in  the  country  could  be  described 
as  small  banks  on  a  grand  scale.  That  is  no  longer  the 
case  —  and,  as  no  one  knows  better  than  you  do,  small 
banks  today  are  not  what  they  were  20  years  ago,  either. 
In  the  regulatory  agencies,  we  have  a  lot  of  catching  up 
to  do.  We  have  to  face  realities  that  have  been  ignored 
for  too  long. 

I  said  earlier  that  my  goal  in  becoming  Comptroller  was 
to  restore  vitality  to  the  banking  system.  That  is  still  my 
goal.  I  became  Comptroller  because  I  saw  the  potential 
in  the  office  for  change  and  renewal.  Change  and 
renewal  that  are  needed  so  that  the  country  as  a  whole 
will  prosper.  At  my  confirmation  hearing  in  the  Senate 
18  months  ago,  I  said  that  the  banking  industry  has  a 
critical  role  to  play  in  our  economy  and  I  warned  that 
the  economy  is  not  well-served  —  and  banks  are  not 
safe  —  if  this  industry  does  not  effectively  play  that  role. 
Everything  we  do  as  regulators  ultimately  contributes 
to  enhancing  the  ability  of  banks  to  play  that  role. 

Some  of  you  might  think  that  your  challenge  as  bankers 
is  to  survive  the  regulatory  dictates  of  Washington.  If  so, 
you  are  mistaken.  Your  challenge  is  to  survive  and 
prosper  in  today’s  fast  moving  markets  —  markets 
driven  by  shrinking  distances,  unparalleled  technologi- 
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cal  change  and  shifting  consumer  needs.  It  is  important 
that  you  succeed.  We  are  doing  —  and  will  do  — 


everything  we  can  do  —  consistent  with  safety  and 
soundness  —  to  support  you. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Brooklyn 
Law  School  Breakfast  Roundtable,  on  federal  bank  regulation,  New  York,  New 
York,  September  21,  1994 


It  is  always  a  pleasure  to  speak  in  New  York  City  —  and 
particularly  so  at  an  event  sponsored  by  Brooklyn  Law 
School. 

I  am  no  stranger  to  Brooklyn.  I  was  born  there.  My 
grandparents  and  great-grandparents  lived  there. 

As  millions  of  Americans  can  say  today,  my  mother’s 
family  came  to  this  country  through  Ellis  Island.  Around 
the  turn  of  the  century,  they  moved  to  Brooklyn  to 
establish  themselves. 

One  of  my  earliest  —  and  one  of  my  most  vivid  — 
memories  is  of  sitting  beside  by  grandfather  behind 
third  base  at  a  Dodgers’  game  and  watching  Jackie 
Robinson  steal  home.  You  bet  that  was  exciting! 

My  grandparents  lived  off  Eastern  Parkway.  We  would 
go  shopping  on  Flatbush  Avenue.  I  can  remember  my 
grandfather  getting  up  before  dawn  to  buy  hot  bialys 
that  the  bakers  had  stayed  up  all  night  baking.  To  a 
young  boy  then,  Brooklyn  was  a  place  filled  with  de¬ 
light. 

In  the  nineteenth  century  —  in  its  Golden  Age  — 
Brooklyn  filled  many  people  with  awe.  Students  of 
architecture  would  come  from  Europe  to  walk  the 
streets  of  Brooklyn  and  marvel.  Some  of  the  city’s  most 
striking  residences,  remembrances  of  time  past,  can 
be  found  in  Brooklyn  Heights  and  in  Bay  Ridge.  My 
great-grandfather  helped  build  some  of  those  homes 
with  his  own  hands. 

Recent  decades,  however,  have  not  been  kind  to 
Brooklyn.  It  is  no  longer  the  place  of  my  childhood. 
Neighborhoods  have  changed  —  all  the  problems  of 
urban  America  in  the  1990s  have  settled  in  Brooklyn, 
too.  Brooklyn  includes  Bushwick  and  Bedford-Stuyve- 
sant  as  well  as  Flatbush  and  the  Heights. 

This  was  precisely  the  kind  of  decline  that  led  Congress 
to  pass  the  Community  Reinvestment  Act  1 7  years  ago. 
The  idea  was  to  encourage  banks  to  lend  throughout 
their  communities,  and  especially  to  people  who  were 
left  outside  the  banking  system  —  people  who  lived  in 
declining  neighborhoods  but  who,  through  hard  work, 
would  buy  and  renovate  homes  and  operate  busi¬ 
nesses  that  would  bring  those  neighborhoods  back. 
That  is  why  the  process  was  called  “reinvestment"  — 
community  renewal  was  the  dividend  it  would  pay. 
However,  things  did  not  work  out  the  way  they  were 


planned.  Although  the  CRA  did  much  good,  it  never 
fulfilled  its  promise  —  too  often  it  resulted  in  sterile 
paperwork  demands  on  banks  rather  than  fruitful  lend¬ 
ing  to  the  people  who  could  put  it  to  good  use. 

Things  will  soon  change.  As  I  am  sure  you  know,  federal 
bank  regulators,  on  direction  from  the  White  House, 
have  over  the  last  year  been  recasting  our  CRA  rules. 
In  a  matter  of  days,  we  will  propose  for  comment  a 
system  of  CRA  regulation  that  will  convert  what  has 
been  a  paperwork  and  process  burden  to  a  heightened 
and  productive  focus  on  results,  on  meeting  community 
financial  needs.  I  am  here  today  to  discuss  with  you 
where  we  are,  how  we  got  here,  and  where  we  are 
going. 

How  We  Got  Here 

The  Community  Reinvestment  Act  imposes  a  continu¬ 
ing  and  affirmative  obligation  on  banks  to  meet  local 
credit  needs,  and  particularly  the  needs  of  low-  and 
moderate-income  people.  The  federal  banking  agen¬ 
cies  were  required  to  supervise  compliance  with  the 
law.  This  has  been  done  in  two  ways.  Through  exami¬ 
nations,  the  regulators  assessed  an  institution’s  record 
in  meeting  community  credit  needs.  And  an  institution’s 
record  of  meeting  local  needs  was  taken  into  account 
when  an  institution  applied  to  the  regulators  to  expand 
by  opening  a  new  branch  or  buying  an  institution  or  in 
some  other  way. 

After  Congress  enacted  the  law  in  1977,  federal  regu¬ 
lators  put  into  place  a  complex  system  of  compliance 
supervision  that  focused  on  process.  It  set  up  twelve 
assessment  factors  that  examiners  were  to  use  in  judg¬ 
ing  an  institution’s  CRA  performance  and  it  left  much  to 
the  individual  examiner’s  subjective  discretion  as  to 
how  well  banks  performed.  Understandably,  problems 
followed  —  to  defend  themselves,  banks  built  moun¬ 
tains  of  paper.  But  the  paperwork  did  not  lead  to  the 
reinvestment  that  was  expected. 

We  are  trying  to  address  a  multitude  of  complaints  — 
from  bankers,  from  community  advocates,  from  individ¬ 
ual  citizens  —  about  problems  embedded  in  the  current 
CRA  system.  President  Clinton  heard  many  of  those 
complaints  —  calls  for  fundamental  change  —  while 
campaigning  for  the  White  House,  and  we  heard  many 
more  last  year  in  a  series  of  public  hearings  we  held  on 
CRA  around  the  country.  We  listened  to  more  than  250 
witnesses  and  we  recorded  thousands  of  pages  of 
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testimony.  As  I  mentioned  a  moment  ago,  bankers  in 
general  complained  about  process-oriented  and  in¬ 
consistently  applied  CRA  standards  and  the  endless 
paperwork  they  generated  to  try  to  meet  those  stand¬ 
ards.  Community  representatives  —  rural  as  well  as 
urban  —  complained  that  this  paperwork  generated  too 
little  of  what  the  law  was  intended  to  generate:  reinvest¬ 
ment  in  communities. 

After  completing  the  hearings  and  taking  the  record  into 
consideration,  we  proposed  a  package  of  CRA  reforms 
last  December  that  would  have  substantively  reori¬ 
ented  the  process  by  basing  the  CRA  in  facts,  hard 
facts,  instead  of  process  and  paperwork  —  placing 
much  more  emphasis  on  indicators  of  performance  — 
loans  granted  and  investments  made  and  banking 
services  provided. 

In  all  of  our  work  leading  up  to  the  December  proposal 
—  and  in  all  of  our  work  since  then  —  we  have  tried  to 
find  the  synergies  that  arise  when  you  convert  the  time 
spent  on  useless  burden  and  process  into  a  genuinely 
productive  focus  on  results. 

In  all  our  work,  we  have  tried  to  find  the  balance 
between  reducing  regulatory  burden  on  one  hand  and 
generating  reinvestment  on  the  other.  Our  dual  goals 
were  not  mutually  incompatible,  so  we  could  work 
toward  both  simultaneously.  We  played  the  game 
straight  down  the  middle  —  and  we  are  still  playing  the 
game  straight  down  the  middle.  That  is  the  only  way  we 
will  achieve  both  our  objectives. 

Following  publication  of  the  December  proposal,  the 
Office  of  the  Comptroller  alone  received  almost  2,000 
comment  letters  —  for  the  most  part  from  bankers,  from 
banking  trade  associations,  from  community  organiza¬ 
tions,  from  state  and  local  government  officials,  and 
from  members  of  Congress.  The  comment  letters  were 
thoughtful  and  substantive  —  as  were  most  of  the 
thousands  of  letters  the  other  federal  bank  regulators 
received.  In  light  of  those  comments,  we  have  reworked 
our  proposal,  eliminating  some  of  the  more  burden¬ 
some  reporting  requirements,  altering  what  many  com- 
menters  perceived  as  excessively  rigid  performance 
tests,  and  clarifying  points  that  unintentionally  were  left 
vague  or  confusing  in  December.  It  is  this  revised 
proposal  for  comment  that  we  expect  to  send  out  for 
comment  within  the  next  few  days. 

Let’s  look  at  a  few  ways  the  revised  proposal  will  im¬ 
prove  on  the  proposal  we  made  last  December. 

The  Revised  CRA  Proposal 

As  I  mentioned,  our  proposal  last  December  would 
have  placed  much  more  emphasis  on  measurable  in¬ 


dicators  of  performance  —  loans  and  investments 
made  and  banking  services  provided.  The  focus  on 
process  in  many  of  the  current  12  assessment  factors 
would  have  been  eliminated.  No  more  would  docu¬ 
menting  meetings  with  community  groups,  assessing 
board  minutes,  and  evaluating  advertising  copy  count 
in  an  examiner’s  assessment  of  an  institution’s  CRA 
performance.  Assessments  would  be  based  on  objec¬ 
tive,  verifiable  data. 

The  revised  proposal  essentially  will  retain  the  princi¬ 
ples  and  structure  underlying  the  December  proposal. 
It  will  be  fact  based,  performance  oriented  and  non-for- 
mulaic.  But  it  will  make  some  significant  changes  in  the 
details  in  order  to  respond  to  many  of  the  concerns 
commenters  have  raised. 

Compared  to  the  December  proposal,  the  new  pro¬ 
posal  will  be  more  straightforward;  more  balanced  in 
having  institutions  provide  lending,  services  and  invest¬ 
ments;  and  more  responsive  to  diversity  within  the 
banking  industry  and  among  the  thousands  of  commu¬ 
nities  across  the  country  that  CRA  reform  would  benefit. 

One  way  that  it  is  more  straightforward  is  in  the  area  of 
data  collection.  One  purpose  of  CRA  reform  was  to 
make  the  evaluation  of  an  institution’s  performance 
more  objective.  To  form  realistic  judgments  and  to  make 
informed  decisions,  our  examiners  need  data.  Our 
December  proposal  called  on  banks  to  generate  sub¬ 
stantial  amounts  of  data  on  their  mortgage,  consumer 
and  small  business  lending.  Many  commenters  ques¬ 
tioned  the  need  for  much  of  this  data.  Our  new  proposal 
reflects  their  calls  to  simplify  our  data  requirements. 

Second,  our  revised  proposal  strikes  a  better  balance 
among  institutions  providing  lending,  services,  and 
investments.  It  gives  primacy  to  lending,  the  extension 
of  credit,  as  the  underlying  statute  requires.  Specifi¬ 
cally,  for  a  full-service,  retail  bank  to  achieve  a  satisfac¬ 
tory  CRA  rating  overall,  it  will  have  to  achieve 
satisfactory  performance  in  its  lending  activities  —  no 
exceptions.  At  the  same  time,  the  revised  proposal 
gives  substantial  weight  to  services  and  investment. 
For  example,  it  reflects  greater  recognition  of  the  impor¬ 
tance  of  all  kinds  of  lending  to  low-  and  moderate-in¬ 
come  individuals  and  neighborhoods:  community 
development  lending,  co-lending,  consortium  lending. 

The  third  area  of  improvement  over  the  December 
proposal  is  —  again  —  that  the  new  proposal  is  even 
more  responsive  to  diversity  within  the  banking  industry 
and  in  communities.  For  example,  the  December  pro¬ 
posal  presumptively  relied  on  a  relatively  few  quantita¬ 
tive  measures  in  evaluating  an  institution’s  lending, 
service  and  investment  performance  under  CRA  and 
would  have  built  a  structure  of  rebuttable  presumptions 
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that  each  institution  would  have  had  to  address  in 
defending  its  CRA  record.  The  new  proposal  would 
drop  the  rebuttable  presumption  structure  and  consid¬ 
erably  expand  the  range  of  quantitative  and  qualitative 
criteria  to  measure  performance.  As  a  result,  the  new 
proposal  would  rely  on  the  judgment  of  our  examiners 
to  a  greater  degree  than  the  December  proposal  would 
have. 

That  is  not  to  say  that  the  examiner’s  decisions  would 
be  based  entirely,  or  even  predominantly,  on  subjective 
judgment.  Far  from  it.  Decisions  would  have  to  be 
based  on  performance,  which  would  have  to  be  as¬ 
sessed  by  objective  criteria.  The  number  of  criteria, 
however,  would  be  expanded  and  the  types  of  criteria 
would  be  broadened.  In  this  way,  the  new  proposal 
seeks  to  find  the  proper  balance  between  objective 
analysis  and  subjective  judgment  as  an  examiner  takes 
into  account  the  characteristics  of  each  individual  insti¬ 
tution  and  the  community  it  serves. 

Another  way  in  which  our  new  proposal  recognizes 
diversity  is  its  treatment  of  bank  branches  in  assessing 
an  institution’s  services  to  the  community.  Our  Decem¬ 
ber  proposal  assumed  that  brick-and-mortar  branches 
were  essential  for  a  bank  to  meet  the  needs  of  people 
who  live  in  low-  and  moderate-income  neighborhoods, 
and  that  the  existence  of  branches  was  evidence  that 
needs  were  being  met.  Our  new  proposal  reflects  the 
reality  that  neither  may  necessarily  be  the  case.  Rather, 
it  recognizes  that  banks  use  means  other  than  brick- 
and-mortar  to  deliver  services.  And  it  recognizes  that 
the  mere  presence  of  a  brick-and-mortar  branch  does 
not  necessarily  mean  that  an  institution  is  meeting  a 
need.  The  regulators  must  consider  the  actual  services 
that  such  a  branch  provides. 

As  my  discussion  has  shown,  we  take  public  comment 
on  our  proposals  seriously.  We  hope  that  interested 
members  of  the  public  will  take  our  new  CRA  proposal 
seriously  and  will  give  us  the  benefit  of  their  thoughts 
on  it.  Getting  this  regulation  done  right  is  far  more 
important  than  getting  it  done  quickly.  Let  me  assure 
you  that  we  are  going  to  get  it  done  and  we  will  get  it 
done  right. 


Conclusion 

Will  our  new  CRA  proposal  restore  the  Brooklyn  I  knew 
as  a  child?  No.  But  it  will  help  address  some  of  the  most 
significant  problems  in  urban  America  today,  among 
them  a  shortage  of  businesses,  a  shortage  of  jobs  and 
a  shortage  of  decent  housing.  If  you  don’t  believe  those 
shortages  are  real,  walk  the  streets  of  Bed-Stuy. 

I  have. 

I  have  talked  with  people  trying  to  make  a  go  of  their 
lives  in  the  most  trying  of  circumstances  —  people  who 
are  working  to  build  up  while  everything  around  them 
is  falling  down  —  people  who  believe  that,  in  America, 
dreams  can  still  come  true. 

Dreamers  yes,  but  dreamers  who  are  still  down  to  earth: 

I  have  sat  in  a  bank  lobby  and  in  street  fairs  with  them 
as  they  listened  to  a  bank  employee  explain  the  foun¬ 
dation  on  which  to  build  personal  finance  —  how  to 
establish  a  credit  record,  how  to  open  a  checking 
account,  how  to  qualify  for  a  mortgage  loan  —  simple 
lessons,  vital  knowledge. 

Now  no  one  expects  banks  to  solve  all  of  America’s 
urban  problems  —  and  even  if  someone  did  expect  it, 
banks  do  not  have  anywhere  near  the  resources  to  do 
so.  Banks  are  not  charities  —  and  no  one  expects  them 
to  be.  Banks  are  private  enterprises  that  should  make 
profits  —  and  everyone  expects  them  to. 

What  banks  can  do  is  this:  banks  can  do  business  where 
they  may  not  be  doing  business  now.  Banks  can  look  for 
customers  whom  they  may  now  overlook.  Banks  can 
make  more  of  an  effort  to  recognize  that  a  person’s  net 
worth  can  be  measured  in  purpose  and  ambition  as  well 
in  the  dollars  and  cents  of  ready  collateral. 

The  overarching  purpose  of  the  Community  Reinvest¬ 
ment  Act  is  to  encourage  banks  to  do  what  they  can, 
and  I  am  pleased  to  say  that  we  regulators  will  soon 
take  one  more  step  toward  achieving  that  end. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Senate 
Committee  on  Banking,  Housing,  and  Urban  Affairs,  on  the  condition  of  the 
banking  industry,  Washington,  DC,  September  22,  1994 


Mr.  Chairman  and  members  of  the  Committee,  thank  you 
for  this  opportunity  to  discuss  the  current  condition  of  the 
banking  industry  and  developments  that  may  affect  the 
performance  of  the  industry  in  the  future.  My  testimony  is 
divided  into  three  major  parts.  First,  I  will  review  the 
performance  of  national  banks  as  of  the  second  quarter 
of  1994.  Second,  I  will  discuss  the  future  of  the  national 
banking  system  and  what  we  are  doing  to  improve  bank 
supervision.  Finally,  I  will  review  the  steps  we  are  taking 
to  enforce  fair  lending  laws  and  to  improve  our  implemen¬ 
tation  of  the  Community  Reinvestment  Act. 

Before  I  begin,  I  first  would  like  to  commend  you,  Mr. 
Chairman,  for  your  leadership  of  the  Senate  Banking 
Committee  during  a  time  of  great  stress  for  the  bank¬ 
ing  industry.  As  Chairman  since  1989,  you  have  had 
the  foresight  to  recognize  problems  and  initiate  leg¬ 
islative  solutions.  Specifically,  I  would  like  to  com¬ 
mend  you  for  your  leadership  in  the  passage  of  three 
bills  that  have  helped  to  restore  faith  in  the  deposit 
insurance  system  and  have  improved  the  way  the 
OCC  and  the  other  regulators  supervise  institutions: 
The  Financial  Institutions  Reform,  Recovery  and  En¬ 
forcement  Act  of  1 989  (FIRREA),  the  Federal  Deposit 
Insurance  Corporation  Improvement  Act  of  1991 
(FDICIA),  and  the  Riegle  Community  Development 
and  Regulatory  Improvement  Act  of  1994.  Most  re¬ 
cently,  your  efforts  in  the  passage  of  the  Riegle-Neal 
Interstate  Banking  and  Branching  Efficiency  Act  of 
1994  bring  to  fruition  years  of  work  and  are  a  lasting 
legacy  to  your  leadership.  Your  efforts  also  have 
been  instrumental  to  the  progress  made  towards 
eliminating  bias  in  lending  and  promoting  greater 
access  to  banking  services.  I  would  also  like  to  thank 
you  for  the  encouragement  and  support  you  have 
provided  to  efforts  to  make  our  regulatory  structure 
more  efficient. 

Let  me  now  turn  to  the  topic  you  asked  me  to  address 
in  your  invitation  letter. 

National  Bank  Performance 

Because  the  OCC  is  responsible  for  the  supervision 
of  national  banks,  I  will  focus  my  discussion  on  the 
condition  and  performance  of  national  banks.  How¬ 
ever,  as  a  member  of  the  Federal  Deposit  Insurance 
Corporation  (FDIC)  board,  I  must  also  concern  my¬ 
self  with  the  banking  system  as  a  whole  and  the  role 
all  banks  play  as  providers  of  credit  to  the  communi¬ 
ties  they  serve. 


Today,  as  a  result  of  wise  policy  from  the  Congress  and 
the  regulators  and  hard  work  by  bankers  and  examin¬ 
ers,  I  am  happy  to  report  that  the  national  banking 
system  looks  strong.  The  industry  has  reported  record 
earnings,  capital  ratios  are  at  their  highest  point  in  over 
30  years,  and  the  credit  quality  of  banks’  loan  portfolios 
has  improved  dramatically.  In  addition,  the  increases  in 
loan  and  asset  growth  that  began  last  year  continue. 
Reflecting  this  improvement  in  the  condition  and  per¬ 
formance  of  the  banking  system,  bank  failures  are  at 
their  lowest  levels  since  the  early  1980s. 

Earnings  and  Profitability 

National  banks  have  been  recording  record  profits 
since  1992.  In  that  year  they  reported  earnings  of  $17.4 
billion,  nearly  twice  that  for  1991,  and  almost  30  percent 
higher  than  the  previous  record  set  in  1988.  Last  year, 
earnings  climbed  almost  50  percent  to  $25.7  billion. 
They  remained  strong  in  the  first  half  of  this  year, 
reaching  $13.2  billion,  up  from  $12.3  billion  in  the  first 
half  of  1993. 

National  bank  profitability,  measured  by  return  on  eq¬ 
uity  (ROE),  also  has  been  historically  high  over  the  last 
two  and  a  half  years.  The  ROE  of  national  banks 
climbed  to  16.9  percent  in  1993,  up  over  300  basis 
points  from  the  previous  record  in  1988,  and  slipped 
only  slightly  in  the  first  half  of  1994  to  an  annualized 
level  of  16.1  percent. 

The  strength  in  earnings  and  profitability  over  the  past  two 
and  one-half  years  is  widespread.  Since  1991,  the  per¬ 
centage  of  national  banks  losing  money  has  fallen  from 
almost  1 5  percent  to  under  five  percent  at  the  end  of  June, 
and  the  profitability  of  national  banks  has  improved  for  all 
size  groups  and  in  all  regions  of  the  country. 

Improved  credit  quality  has  been  the  primary  source  of 
the  record  earnings  and  profitability.  Banks  have  sub¬ 
stantially  recovered  from  their  credit  quality  problems 
of  the  late  1980s  and  early  1990s  due,  among  other 
factors,  to  the  improvement  in  the  economy.  Over  the 
last  three  years,  the  percentage  of  total  loans  that  are 
noncurrent  has  fallen  to  1 .6  percent,  its  lowest  level  in 
the  past  10  years.  Even  the  noncurrent  real  estate  loan 
ratio  has  improved  substantially  and  is  down  to  levels 
last  experienced  in  the  mid-1980s. 

The  improvement  in  credit  quality  enabled  national 
banks  to  lower  their  provisions  for  loan  and  lease  losses 
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in  1 993  to  their  lowest  level  since  1 984.  For  the  first  half 
of  this  year,  provisions  were  42  percent  less  than  during 
the  same  time  last  year. 

The  second  source  of  the  robust  earnings  has  been  net 
interest  income.  From  1991  to  1993,  net  interest  income 
increased  by  $9.5  billion  to  $80.3  billion  and  the  net 
interest  margin  rose  from  3.6  percent  to  4.0  percent.  In 
the  first  half  of  1994,  faster  loan  growth  has  compen¬ 
sated  for  a  slight  narrowing  of  net  interest  margins.  Net 
interest  income  at  national  banks  for  the  first  half  of  1 994 
is  up  $  1 .3  billion  from  the  first  half  of  1 993. 

Rising  noninterest  income  has  been  the  third  source  of 
the  strong  earnings  over  the  past  few  years.  From  1991 
to  1 993,  noninterest  income  rose  by  $8.8  billion  to  $45.4 
billion  and  noninterest  income  as  a  percentage  of  op¬ 
erating  revenues  increased  from  34  percent  to  36  per¬ 
cent.  The  biggest  contributor  to  this  increase  in 
noninterest  income  is  higher  fee  income.  Many  of  the 
activities  that  produce  increased  fee  income  are  con¬ 
ducted  primarily  by  larger  banks,  such  as  dealing  in 
derivative  products  and  asset-backed  commercial  pa¬ 
per  or  offering  proprietary  mutual  funds.  Flowever,  even 
among  national  banks  with  less  than  $1  billion  in  assets, 
noninterest  income  as  a  percentage  of  operating  reve¬ 
nues  rose,  from  12  percent  in  1991  to  17  percent  in 
1993. 

More  recently,  the  growth  of  noninterest  income  has 
slowed.  Noninterest  income  through  the  first  half  of 
1994  was  only  $100  million  higher  than  in  the  first  half 
of  1993.  The  slowdown  in  the  growth  of  noninterest 
income  is  largely  a  result  of  the  decline  in  trading  gains 
at  the  largest  banks.  As  interest  rates  have  risen  and 
foreign  exchange  rates  have  fluctuated,  national  banks 
that  participate  actively  in  trading  activities  and  market 
making  have  seen  their  earnings  from  these  activities 
fall.  For  the  first  half  of  1994,  noninterest  income  from 
trading  activities  at  the  largest  national  banks  is  down 
roughly  50  percent  from  the  first  half  of  1993.  However, 
it  is  important  to  note  that,  although  total  income  has 
dropped  off,  these  banks  have  remained  profitable.  For 
the  first  half  of  1 994,  the  ROE  of  the  multinational  banks 
is  15.9  percent,  only  slightly  lower  than  the  aggregate 
ratio  for  all  other  national  banks  of  16.2  percent. 

Capital 

r  Jational  banks  used  their  strong  earnings  to  build 
capital,  partly  in  response  to  FDICIA's  stringent  capital- 
based  supervisory  system.  Since  the  end  of  1991 ,  total 
equity  capital  has  increased  by  almost  one-third.  Over 
that  period,  the  aggregate  equity-to-assets  ratio  of  na¬ 
tional  banks  has  risen  from  6.4  percent  to  7.7  percent. 
Regulatory  capital  ratios  have  also  improved;  for  exam¬ 
ple,  the  aggregate  risk-based  capital  ratio  of  national 


banks  rose  from  10.0  percent  to  12.5  percent.  More¬ 
over,  the  number  of  banks  with  any  kind  of  capital 
deficiency  has  fallen  dramatically.  At  the  end  of  1991, 
4.5  percent  of  national  banks,  representing  10.8  per¬ 
cent  of  national  bank  assets  were  undercapitalized.  By 
the  end  of  the  second  quarter  of  1994,  the  percentage 
plummeted  to  only  0.3  percent  of  national  banks  repre¬ 
senting  only  0.02  percent  of  national  bank  assets,  were 
undercapitalized. 

Balance  Sheet  Composition 

In  addition  to  strengthening  their  capital  positions, 
many  banks  have  also  changed  the  composition  of 
their  portfolio.  Throughout  1992  and  into  1993,  Mr. 
Chairman,  you  and  a  number  of  other  members  of  this 
Committee  expressed  concerns  about  changes  occur¬ 
ring  in  banks’  portfolios.  Bank  assets  were  not  growing 
at  a  rate  that  was  commensurate  with  the  general 
economic  growth  or  the  level  of  financial  activity,  and 
bank  lending  was  falling.  In  the  last  18  months,  the 
trends  in  asset  and  loan  growth  have  been  more  en¬ 
couraging.  As  the  economy  expanded  over  this  period, 
national  bank  assets  grew  at  an  average  annual  rate  of 
3.4  percent  (after  adjusting  for  accounting  changes), 
compared  to  an  average  annual  growth  rate  of  just  0.5 
percent  over  the  previous  3  years.  Loans  outstanding 
at  national  banks  increased  more  than  their  holdings  of 
securities  over  the  last  18  months. 

Even  more  encouraging,  all  three  major  types  of 
loans — commercial  and  industrial,  real  estate,  and  con¬ 
sumer — increased  over  the  last  18  months  1993  was 
the  first  year  since  1989  that  this  has  occurred.  In  the 
first  half  of  this  year,  all  three  loan  types  continued  to 
grow. 

Deposits,  on  the  other  hand,  have  not  grown  at  a 
commensurate  rate  over  the  last  18  months.  Total  de¬ 
posits  at  national  banks  continue  to  fluctuate  within  a 
narrow  band,  but  large  time  deposits,  a  more  costly  and 
volatile  source  of  funds,  have  decreased  while  core 
deposits  have  increased.  Since  1990,  large  time  de¬ 
posits  have  fallen  by  $119  billion  to  $100  billion,  and 
core  deposits  have  increased  by  $69  billion  to  $1,224 
billion. 

National  banks  have  relied  increasingly  on  other 
sources  of  funding  to  finance  their  loan  and  asset 
growth,  although  they  still  rely  on  core  deposits  for  over 
50  percent  of  their  funding.  Purchased  liabilities — such 
as  federal  funds  purchased,  securities  sold  under 
agreements  to  repurchase,  and  other  borrowed 
money— increased  by  $74  billion  to  $302  billion  over 
the  last  year  and  a  half.  Currently,  purchased  liabilities 
account  for  14  percent  of  national  bank  funding  (com¬ 
pared  to  1 1  percent  in  1990). 
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Derivatives  were  perhaps  the  most  publicized  growth 
area.  The  notional  amount  of  derivative  contracts  at 
national  banks  rose  about  $1  trillion  from  year  end  1992 
to  $5.4  trillion  as  of  year-end  1 993.  Through  the  first  half 
of  this  year,  the  notional  amount  of  derivative  contracts 
at  national  banks  increased  an  additional  $1.9  trillion. 
Derivatives  activities  are  concentrated  in  a  relatively 
small  number  of  national  banks.  As  of  the  end  of  June, 
362  national  banks  reported  derivatives  activities  in  the 
call  report.  Five  out  of  the  seven  national  banks  ac¬ 
counting  for  over  90  percent  of  the  total  derivatives 
contracts  are  broker-dealers. 

National  Bank  Failures  and  Problem  Banks 

The  improvement  in  national  bank  performance  has 
significantly  reduced  the  number  of  national  bank  fail¬ 
ures.  During  the  first  six  months  of  1994,  only  three 
national  banks  failed,  this  is  in  sharp  contras-t  to  the 
large  number  of  bank  failures  of  the  recent  past.  For 
instance,  between  1984  and  1993,  on  average,  57 
national  banks  failed  each  year.  In  addition,  the  size  of 
the  bank  failures  has  declined  dramatically.  During  the 
first  half  of  this  year,  less  than  $200  million  in  assets 
were  held  by  failed  national  banks.  In  the  previous 
decade,  aggregate  assets  at  failed  national  banks  av¬ 
eraged  $16  billion  per  year. 

Similarly,  the  number  of  problem  banks  (the  lowest 
rated  banks — CAMEL  4  and  5)  continues  to  decline.  As 
of  last  week,  there  were  only  70  problem  national  banks 
with  $5.5  billion  in  assets,  down  from  a  high  of  373  at 
the  end  of  1990. 

Potential  Threats  to  Current  Bank  Performance 

Although  the  financial  condition  of  banks  is  brighter 
than  it  was  just  a  few  years  ago,  we  must  remain  ever 
vigilant  for  signs  of  trouble  on  the  horizon  and  take 
actions  to  address  issues  before  they  surprise  us.  With 
the  spotlight  on  new  activities,  such  as  derivatives, 
there  is  some  danger  of  losing  sight  of  lending  portfolio 
risks  which  traditionally  has  been  the  source  of  the  most 
serious  losses. 

Credit  Underwriting.  As  banks  faced  up  to  the  credit 
quality  problems  of  the  late  1 980s  and  early  1 990s,  they 
tightened  their  credit  underwriting  standards  and  re¬ 
duced  their  lending.  With  improving  economic  condi¬ 
tions,  banks  reexamined  their  lending  standards  and 
rates  and  took  steps  to  increase  their  lending.  I  have 
been  pleased  to  see  this.  The  purpose  behind  the 
Administration’s  initiatives  to  encourage  bank  lending 
was  to  help  banks  respond  to  the  needs  of  creditworthy 
customers  in  economically  rational  ways  without  having 
to  fear  unwarranted,  harsh  responses  by  bank  supervi¬ 
sors  or  unnecessary  regulatory  burdens. 


Nonetheless,  none  of  us  can  afford  to  forget  the  prob¬ 
lems  of  the  past.  In  the  wake  of  the  disastrous  results 
of  commercial  real  estate  lending  of  the  1 980s,  the  OCC 
will  insist  that  banks  maintain  prudent  lending  stand¬ 
ards.  To  ensure  this,  we  continue  to  monitor  underwrit¬ 
ing  standards  and  loan  pricing  regularly.  For  instance, 
we  recently  conducted  a  survey  of  underwriting  stand¬ 
ards  in  which  examiners  met  with  the  large  syndicating 
banks,  reviewed  credit  data,  and  analyzed  loan  pricing 
information.  The  examiners  found  that  at  some  banks, 
there  are  signs  that  they  have  eased  their  underwriting 
standards  over  the  course  of  the  last  several  quarters. 
Specifically,  the  difference  between  the  interest  rate 
charged  on  loans  and  the  cost  of  funding  those  loans 
has  fallen;  and  in  certain  instances  financial  covenants 
(e.g.,  collateral)  appear  to  be  less  restrictive.  Some  of 
these  changes  may  reflect  improved  economic  condi¬ 
tions  and  increased  bank  liquidity,  but  we  are  keeping 
a  watchful  eye  on  loan  pricing  and  underwriting  prac¬ 
tices.  I  can  assure  the  Committee  that  we  will  take 
appropriate  supervisory  actions  should  we  determine, 
at  any  point,  that  these  practices  are  giving  rise  to  any 
serious  safety  and  soundness  problems. 

Increased  Concentration  in  Mortgages.  Since  1990, 
residential  real  estate  assets  in  national  banks  have 
risen  from  18.9  percent  of  national  bank  assets  to  23.5 
percent.  Because  these  assets  often  have  fairly  long 
maturities,  this  growing  concentration  raises  concern 
about  a  possible  increase  in  interest  rate  risk  exposure 
at  banks.  As  rates  rise,  banks  can  find  themselves 
squeezed  between  flat  earnings  from  fixed-rate  assets 
(such  as  mortgage  loans)  and  increased  funding  costs 
by  having  to  pay  higher  rates  on  deposits. 

In  the  first  half  of  1994,  interest  rates  rose  significantly. 
Short-  and  long-term  rates  rose  over  100  basis  points. 
This  rise  follows  a  period  in  which  banks  increased  their 
holdings  of  residential  mortgage  loans  and  mortgage- 
backed  securities.  The  squeeze  on  earnings  is  likely  to 
be  compounded  by  a  reduction  in  fee-related  income, 
an  important  source  of  earnings  at  national  banks.1 

We  are  tracking  the  impact  that  the  recent  rise  in  interest 
rates  may  have  on  bank  performance,  in  large  measure 
through  interest  rate  risk  examinations  at  the  largest 
national  banks.  We  also  continue  to  work  with  the  FRB 
and  FDIC  on  amendments  to  the  risk-based  capital 
requirement  to  account  for  interest  rate  risk. 

Future  of  the  National  Banking  System 

As  encouraging  as  the  recent  improvements  to  the 
banking  industry  are,  competition  from  other  service 


Noninterest  income  accounted  for  35  percent  of  operating  revenues 
at  national  banks  in  the  first  half  of  1994 
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providers  and  advances  in  technology  and  communi¬ 
cations  pose  challenges  to  national  banks  and,  by 
extension,  to  the  way  we  regulate  and  supervise  them. 
In  response  to  changes  in  the  marketplace,  we  want  to 
make  sure  that  national  banks  have  the  flexibility  to 
adapt  to  these  changes. 

The  proportion  of  bank  assets  to  assets  held  by  other 
financial  intermediaries  is  the  most  widely  used  meas¬ 
ure  of  the  size  of  the  banking  industry  relative  to  the  size 
of  the  financial  services  sector.  This  traditional  measure 
sheds  light  on  how  successfully  banks  have  responded 
to  competition.  It  suggests  that  commercial  banks  have 
been  in  a  secular  decline  for  decades.  Statutory  restric¬ 
tions  on  bank  activities,  advances  in  technology  and 
communications,  changes  in  customer  demands,  and 
competition  from  other  depositories  and  nondeposito¬ 
ries  are  factors  affecting  banking’s  traditional  role  in  our 
nation’s  financial  services  industry.  As  a  result,  banks 
have  developed  new  product  lines,  such  as  the  sale  of 
mutual  funds  and  derivative  products. 

Alternative  measurement  techniques  provide  a  some¬ 
what  different  perspective  on  the  role  of  banks.  These 
new  indicators  rely  on  employment,  revenue,  and  value 
added  data,  in  addition  to  the  traditional  balance  sheet 
data,  to  measure  the  changing  role  of  banking.2 * * * *  This 
research  confirms,  in  part,  that  banks  have  responded 
to  competition  from  nonbank  enterprises  and  restric¬ 
tions  on  bank  activities  by  changing  the  services  they 
provide  and  how  they  deliver  new  products.  The  con¬ 
clusion  I  draw  from  this  analysis  is  that  the  financial  and 
technical  innovations  that  have  occurred  over  the  past 
few  decades  have  dramatically  and  irreversibly  altered 
the  banking  landscape. 

Although  banks  have  changed,  their  evolution  has 
been  stymied  by  legal,  regulatory,  and  supervisory 
restrictions.  I  believe  that  because  commercial  banks 
have  been  unduly  restrained  from  entering  new  lines  of 
business,  they  tend  to  gravitate  to  a  few  niches  that 
promise  the  best  returns.  As  competition  has  intensified 
over  the  years,  the  return  from  many  traditional  banking 
products  and  services  has  narrowed.  For  instance, 
credit  cards  were  once  the  sole  domain  of  banks,  but 
in  recent  years  non-banks  have  become  strong  com¬ 
petitors,  offering  competitive  rates  and  terms.  In  addi¬ 
tion,  they  face  more  intense  examinations,  higher 
regulatory  costs,  and  broader  obligations  to  their  com¬ 
munities  than  do  their  nonbank  competitors. 


2  r 

See.  for  example,  George  G.  Kaufman  and  Larry  Mote,  “Is  Banking 

a  Declining  Industry7  A  Historical  Perspective,"  in  Federal  Reserve 

Bank  of  Chicago's  May/June  1994  issue  of  Economic  Perspectives. 

Kaufman  and  Mote  report  that  a  growing  number  of  banking  activities 

are  not  captured  by  traditional  measures  of  bank  output. 


The  future  of  national  banks  will  depend  on  our  ability 
to  accommodate  their  need  for  change  to  meet  the 
needs  of  the  financial  marketplace,  while  at  the  same 
time,  providing  cost-effective  supervision  and  regula¬ 
tion  to  ensure  a  safe  and  sound  banking  system.  We 
must  allow  banks  to  evolve  so  that  they  are  more 
diversified,  can  earn  adequate  returns,  and  thus  can 
continue  to  attract  new  investment.  If  they  remain  in 
increasingly  low-margin  businesses,  they  will  either 
gradually  shrink  relative  to  other  providers,  or  take  on 
higher  risks  within  the  scope  of  their  permissible  activi¬ 
ties. 

Last  week,  Congress  took  a  significant  step  towards 
reducing  geographic  restrictions  and  other  impedi¬ 
ments  to  effective  bank  operations  by  passing  the 
Riegle-Neal  Interstate  Banking  and  Branching  Effi¬ 
ciency  Act  of  1994.  Both  consumers  and  banks  will 
benefit.  Consumers  will  benefit  from  the  convenience 
of  being  able  to  conduct  transactions  at  any  branch 
throughout  the  entire  area  served  by  the  consolidated 
banking  company.  Specifically,  consumers  who  live 
near  state  boundaries  will  no  longer  be  forced  to  do 
business  solely  with  the  bank  branch  in  their  state. 
Banks  also  benefit  under  the  new  legislation.  For  na¬ 
tional  banks,  the  legislation  will  allow  banks  that  oper¬ 
ate  across  state  lines  to  be  regulated  by  just  one 
regulator  under  uniform  laws.  These  changes  will  re¬ 
duce  operating  costs,  which  should  improve  the  finan¬ 
cial  condition  of  banks.  Removing  geographic 
restrictions  also  will  enable  banks  to  diversify  their 
asset  portfolios  and  sources  of  income  more  fully,  re¬ 
duce  the  impact  of  a  shock  in  any  particular  region,  and 
provide  a  greater  margin  of  safety  to  banks  and  the 
deposit  insurer. 

Of  course,  I  also  recognize  these  benefits  will  not  be 
realized  unless  we  have  meaningful  competition  in  all 
markets.  We  take  very  seriously  the  provisions  in  the  bill 
designed  to  protect  the  public  from  excessive  concen¬ 
tration  of  banking  services  and  will  take  steps  to  put 
those  provisions  into  effect. 

Facilitating  Change 

The  OCC  under  my  tenure  will  continue  to  facilitate 
responsible  national  bank  participation  in  the  evolving 
financial  services  market.  In  authorizing  new  bank 
products  and  services  that  benefit  consumers  of  finan¬ 
cial  services,  I  look  to  two  critical  criteria:  First,  they 
must  not  materially  increase  risk  to  the  safety  and 
soundness  of  banks.  Second,  we  must  have  the  ability 
to  supervise  appropriately  these  new  activities. 

As  banks  take  on  new  activities,  we  must  strike  a 
balance  between  authorizing  new  activities  by  impos¬ 
ing  effective  controls  on  risk-taking  and  ensuring  that 
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customers  are  adequately  protected.  One  of  the  key 
advantages  the  OCC  has  is  that  we  can  develop  tech¬ 
nical  and  regulatory  expertise  in  evolving  markets. 
Going  forward,  we  must  devote  even  more  resources 
to  identifying  and  evaluating  risks  in  bank  activities.  We 
must  find  ways  to  adapt  our  supervisory  tools  so  they 
remain  effective  in  a  changing  marketplace.  And,  we 
must  broaden  our  regulatory  concerns  to  look  beyond 
our  traditional  safety  and  soundness  focus. 

In  one  sense  this  heightened  emphasis  on  customer 
protection  may  appear  as  a  break  with  traditional  meth¬ 
ods  of  supervising  banks.  But,  it  is  hard  to  imagine  a 
safe  and  sound  banking  system  where  customers  are 
misinformed  by  banks.  A  crucial  part  of  the  franchise 
value  of  every  banking  organization  is  its  established 
customer  relationships.  Actions  which  diminish  the 
value  of  these  relationships  can  threaten  the  safety  and 
soundness  of  the  bank.  As  markets  evolve  and  the 
range  of  services  provided  by  banks  expands,  it  will  be 
critical  that  the  bank  maintains  the  customer  relation¬ 
ship.  By  focusing  on  both  consumer  protection  and 
traditional  safety  and  soundness  issues,  we  will  not  only 
serve  bank  customers,  but  also  protect  the  integrity  of 
the  banking  system. 

Since  I  became  Comptroller,  I  have  expanded  our 
understanding  of  the  risks  from  banking  activities.  In 
many  ways,  we  are  developing  a  risk-oriented  ap¬ 
proach  to  supervision  that  emphasizes  the  operational, 
fiduciary,  market,  and  credit  risk  of  banks’  activities. 
With  this  focus,  we  can  look  at  the  overall  risk  profile  of 
a  bank  and  the  bank’s  ability  to  measure  and  manage 
this  risk.  The  OCC  is  enhancing  its  ability  to  analyze 
risks  in  banking,  to  evaluate  the  accuracy  of  banks’  risk 
measurement  methods,  and  to  evaluate  the  quality  of 
banks’  risk  management.  We  also  have  dedicated  more 
resources  to  protecting  bank  customers  through 
greater  oversight  of  mutual  funds  and  other  non-in¬ 
sured  investment  products  offered  to  retail  customers. 
Let  me  give  you  two  case  studies  that  illustrate  what  we 
are  doing. 

Derivatives.  The  recent  growth  in  derivatives  markets 
has  created  new  challenges  for  bank  supervision  due 
to  the  complex  nature  of  derivatives.  The  OCC  is  work¬ 
ing  hard  to  ensure  that  banks  using  these  instruments 
clearly  understand  and  properly  manage  the  associ¬ 
ated  risks,  and  that  banks  have  the  financial  resources 
to  withstand  market  volatilities.  At  the  same  time,  we 
improved  our  understanding  of  these  issues  and 
strengthened  our  supervision  of  bank  derivatives  activity. 

We  were  the  first  banking  agency  to  issue  guidelines  to 
bank  management  last  year  on  managing  the  risk  of 
financial  derivatives.  OCC  Banking  Circular  277  (BC- 
277)  reviews  the  duties  of  senior  management  and  the 


board  of  directors  for  oversight  of  derivatives  activities, 
monitoring  the  interconnectedness  of  risks,  and  the 
responsibilities  of  dealers  toward  end-users.  We  are 
now  putting  the  finishing  touches  on  supplemental 
examiner  guidance  and  examination  procedures, 
which  will  include  detailed,  comprehensive  procedures 
for  examining  the  derivatives  activities  of  national 
banks. 

As  part  of  our  increased  attention  to  derivatives,  the 
OCC  issued  an  advisory  letter  to  national  banks  in  July 
cautioning  them  about  the  risks  in  structured  notes  and 
the  difficulty  in  assessing  those  risks.  This  letter  warned 
banks  that  some  types  of  structured  notes  are  inappro¬ 
priate  investments  for  national  banks  that  do  not  have 
the  ability  to  understand,  measure,  monitor,  and  control 
the  risks  associated  with  them. 

At  the  beginning  of  September,  we  published  a  pro¬ 
posed  rule  that  would  alter  the  way  our  risk-based 
capital  rules  account  for  the  credit  risk  of  some  deriva¬ 
tives  contracts.  This  proposed  rule  is  similar  to  a  July 
1994  public  statement  released  by  the  Basle  Commit¬ 
tee  on  Banking  Supervision.  It  would  increase  the 
amount  of  capital  banks  must  hold  against  contracts 
with  longer  maturities,  which  have  potentially  more 
credit  risk.  Capital  requirements  would  also  be  in¬ 
creased  for  more  volatile  derivative  contracts  —  those 
related  to  equities,  precious  metals,  and  other  com¬ 
modities.  The  proposed  rule  would  reduce  capital  re¬ 
quirements  for  contracts  subject  to  qualifying  bilateral 
netting  agreements. 

On  the  examination  side,  we  monitor  the  banks  with  the 
largest  volume  of  derivatives  activities  on  a  continuous 
basis.  There  are  full-time,  resident  examiner  staffs  in 
each  of  the  seven  dealer  banks  and  at  the  largest 
end-user  banks  the  OCC  supervises.  These  staffs 
range  in  size  from  three  to  22  examiners  at  the  dealer 
banks  and  from  one  to  1 3  at  the  largest  end-user  banks. 
We  often  supplement  permanent  staff  with  additional, 
specialized  examiners  during  derivatives-related  ex¬ 
aminations.  Most  other  end-user  banks  are  examined 
once  every  1 2  months.  Every  national  bank  is  examined 
at  least  once  every  18  months. 

We  continue  to  work  with  the  FRB,  OTS,  and  FDIC  to 
enhance  the  coordination  of  derivatives  among  the 
banking  agencies  and  to  improve  the  accounting  and 
disclosure  of  derivatives.  We  also  are  participating  in 
the  Working  Group  on  Financial  Markets,  chaired  by 
Treasury  Secretary  Bentsen,  and  in  international  efforts 
to  enhance  the  risk-based  capital  standards  for  bank 
derivative  activities. 

While  I  want  to  discuss  what  we  are  doing  to  respond 
to  legitimate  concerns  that  policymakers,  institutions 
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and  consumers  have  about  derivatives,  I  think  it  is 
important  to  reiterate  my  belief  that  derivatives  provide 
banks  and  the  public  with  meaningful  benefits.  For 
instance,  financial  derivatives  transactions  allow  banks 
and  other  market  participants  to  manage  their  financial 
risks  more  precisely  and  efficiently  than  with  other 
instruments.  Also,  they  often  provide  users  with  the 
lowest  cost  funding  alternatives  by  reducing  transac¬ 
tion  costs  and,  in  some  cases,  by  exploiting  arbitrage 
opportunities  across  financial  markets. 

Mutual  Funds.  As  supervisor  of  national  banks,  the 
OCC  is  firmly  committed  to  ensuring  that  banks  fully 
inform  their  customers  about  the  uninsured  status  of  the 
mutual  funds  or  other  nondeposit  investment  products 
they  sell.  Over  the  past  half  dozen  years,  many  national 
banks  have  become  active  participants  in  both  the 
advising  and  brokering  of  mutual  funds.  As  of  June,  969 
national  banks  (30  percent  of  all  national  banks)  mar¬ 
keted  mutual  funds. 

Mutual  fund  sales  provide  national  banks  with  new 
sources  of  fee-based  revenue,  and  they  also  allow 
banks  to  offer  products  their  customers  desire.  As  bank 
retail  sales  of  mutual  funds  have  grown  in  recent  years, 
safeguards  have  become  increasingly  important  to 
protect  bank  customers,  and  to  protect  banks  that  sell 
uninsured  investment  products. 

Since  I  became  Comptroller,  the  OCC  has  taken  a 
number  of  steps  to  improve  our  supervision  of  banks 
engaged  in  the  retail  sale  of  nondeposit  investment 
products.  We  have  undertaken  this  effort  even  though 
most  bank  sales  take  place  through  registered  broker- 
dealers  who  are  subject  to  Securities  and  Exchange 
Commission  and  National  Association  of  Securities 
Dealers  oversight.  In  July  1993,  the  OCC  issued  guid¬ 
ance  to  national  banks  on  the  sale  of  investment  prod¬ 
ucts,  such  as  mutual  funds,  annuities,  and  other 
nondeposit  products. 

In  November  1993,  the  OCC  released  a  brochure  enti¬ 
tled  Deposits  and  Investments:  There’s  A  Critical  Differ¬ 
ence.  The  brochure  was  designed  to  inform  bank 
customers  that  mutual  funds  and  other  nondeposit 
investment  products  they  buy  are  not  insured  by  the 
FDIC. 

In  February  1994,  the  OCC,  the  Federal  Deposit  Insur¬ 
ance  Corporation  (FDIC),  the  Federal  Reserve  Board, 
and  the  Office  of  Thrift  Supervision  jointly  issued  the 
Interagency  Statement  on  Retail  Sales  of  Nondeposit 
Investment  Products.  The  new  Interagency  Statement 
covers  a  bank’s  nondeposit  retail  sales  operation,  in¬ 
cluding  sales  by  bank  employees  and  sales  by  employ¬ 
ees  of  third  party  vendors  on  bank  premises.  The 
guidance  stresses  that  banks  should  view  customers' 


interests  as  central  to  all  aspects  of  their  sales  pro¬ 
grams,  and  that  the  federal  banking  regulators  will  take 
appropriate  actions  to  address  violations  of  laws  and 
regulations  associated  with  bank-related  sales  of  mu¬ 
tual  funds  and  other  retail  nondeposit  investment  prod¬ 
ucts.  To  ensure  that  national  banks  live  up  to  the  spirit 
and  letter  of  the  Interagency  Statement ,  the  OCC  will 
be  examining  every  national  bank  engaged  in  the  sale 
of  mutual  funds  or  annuities  during  the  present  super¬ 
visory  cycle. 

In  cooperation  with  a  handful  of  banks,  the  OCC  re¬ 
cently  conducted  interviews  of  those  banks’  mutual 
funds  customers  to  determine  which  sales  practices 
were  most  effective  in  reducing  customer  confusion 
about  the  products.  The  results  of  these  interviews 
underscore  the  importance  of  oral  disclosure  to  the 
customer  of  investment  risks  associated  with  mutual 
funds  and  the  fact  that  such  investments  are  not  FDIC 
insured.  The  interviews  strongly  suggest  that  oral  dis¬ 
closure  is  the  most  effective  means  of  dispelling  cus¬ 
tomer  confusion,  and  is  the  aspect  of  sales  practices 
that  customers  most  clearly  recall  as  the  source  of  their 
beliefs  about  the  products  they  have  purchased.  Al¬ 
though  the  analysis  was  not  designed  to  generate 
statistical  results,  it  strengthens  our  belief  in  the  need 
to  confirm  oral  disclosures  in  bank  sales  presentations. 
In  particular,  the  OCC  strongly  supports  the  FDIC’s 
proposal  to  conduct  a  sales  testing  program  of  all 
FDIC-insured  institutions  that  sell  mutual  funds  or  an¬ 
nuities. 

We  also  are  working  to  make  sure  banks’  written  disclo¬ 
sures  to  mutual  fund  customers  are  meaningful.  The 
OCC  has  just  completed  a  review  of  more  than  8,500 
documents  used  to  promote  and  market  retail  nonde¬ 
posit  investment  products,  which  over  700  national 
banks  voluntarily  submitted  to  us.  This  review  offered 
national  banks  the  opportunity  to  get  feedback  on  their 
mutual  funds  practices  prior  to  their  next  scheduled 
examination.  The  voluntary  participation  of  so  many 
national  banks  in  this  effort  clearly  shows  the  industry’s 
determination  to  develop  and  adhere  to  high  standards 
in  this  area.  The  review  also  demonstrates  that  industry 
leadership  and  regulators  must  continue  to  clarify  what 
constitutes  clear  and  adequate  disclosure  in  the  retail 
sale  of  nondeposit  investment  products.  In  addition,  we 
continue  to  work  with  other  government  agencies  and 
self-regulatory  organizations  to  coordinate  regulatory 
efforts  and  to  enhance  the  efficiency  of  our  activities. 

Cost-Effective  Supervision 

If  our  national  banking  system  is  to  be  strong,  we  must 
avoid  imposing  unnecessary  burdens  on  banks.  To 
further  this  objective,  the  OCC  is  identifying  areas 
where  policies  and  operating  practices  can  be 
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changed  to  reduce  OCC’s  costs.  Also,  we  are  rethink¬ 
ing  how  to  allocate  resources  and  to  deploy  our  staff  in 
the  most  efficient  manner. 

The  need  to  be  attentive  to  the  costs  of  conducting  our 
supervisory  activities  is  particularly  important  to  the 
OCC  because  we  are  the  only  federal  commercial  bank 
supervisor  that  charges  an  explicit  fee  for  supervision 
expenses  and  we  rely  on  this  revenue  to  cover  our 
expenses.  In  contrast,  the  FDIC  and  the  Federal  Re¬ 
serve  do  not  explicitly  charge  for  their  examinations  of 
state  banks.  And,  in  fact,  national  banks  subsidize  part 
of  the  costs  of  state  bank  supervision  by  the  FDIC  and 
the  Federal  Reserve. 

Here  is  how  the  subsidy  works.  Although  all  banks  pay 
the  FDIC  premiums  for  deposit  insurance  and  all  banks 
forgo  interest  on  the  reserves  they  must  keep  at  Federal 
Reserve  Banks,  premiums  paid  by  national  banks  and 
interest  forgone  by  national  banks  help  defray  the  cost 
of  FDIC  and  Federal  Reserve  examination  of  state 
banks.  (More  than  half  of  commercial  bank  reserves 
and  deposits  are  held  by  national  banks.)  At  the  same 
time,  the  state  banking  agencies  also  charge  state 
banks,  in  one  way  or  another,  for  examining  them. 
However,  since  states  share  examination  responsibility 
with  the  Federal  Reserve  and  FDIC  they  do  not  have  to 
examine  their  banks  as  frequently  as  they  would  if  there 
were  no  federal  examinations.  Consequently,  the  states 
have  comparatively  fewer  resource  needs  than  does 
the  OCC  and  can  therefore  charge  lower  fees.  The 
differences  are  not  strictly  a  matter  of  efficiency,  but 
reflect,  in  part,  the  subsidies  that  the  national  banks 
provide  to  state  banks.  In  the  future,  we  need  to  look  at 
ways  to  eliminate  this  subsidy  and  create  a  more  equi¬ 
table  mechanism  for  funding  examinations  by  FDIC 
and  the  Federal  Reserve. 

To  enhance  the  competitiveness  of  the  national  bank¬ 
ing  system,  I  have  launched  several  initiatives  de¬ 
signed  to  reduce  the  cost  of  bank  regulation  and 
supervision  in  ways  that  do  not  compromise  our 
effectiveness. 

Regulatory  Relief.  We  have  taken  numerous  steps  over 
the  past  18  months  to  reduce  the  regulatory  burden  on 
national  banks  and  to  enhance  the  flow  of  credit  to 
households  and  businesses: 

•  The  OCC  is  reviewing  all  our  regulations  to 
consolidate,  streamline,  and  simplify  require¬ 
ments  wherever  possible.  For  example,  we 
recently  published  for  comment  revisions  to 
our  regulations  on  the  legal  lending  limit  for 
national  banks.  We  expect  to  publish  for  com¬ 
ment  later  this  fall  revisions  to  our  regulations 
on  corporate  activities,  investment  securities, 


and  fiduciary  activities  These  changes  will 
dramatically  expedite  the  applications  proc¬ 
ess  for  well-capitalized  institutions. 

•  The  OCC  and  the  other  federal  bank  regula¬ 
tors  adopted  1 1  initiatives  designed  to  elimi¬ 
nate  unnecessary  regulatory  impediments  to 
bank  lending.  These  initiatives,  which  were 
part  of  the  Administration’s  credit  availability 
program,  include  the  creation  of  a  low-docu¬ 
mentation  program  for  small  business  loans 
and  a  revised  rule  raising  the  loan  threshold 
for  required  real  estate  appraisals  from 
$100,000  to  $250,000. 

•  We  have  adopted  a  uniform  core  report  of 
examination  to  increase  uniformity  in  exami¬ 
nations  among  the  regulators. 

•  We  also  will  revise  our  regulations  to  comport 
with  the  regulatory  relief  provisions  in  the  “Ri- 
egle  Community  Development  and  Regula¬ 
tory  Improvement  Act  of  1994.” 

More  Cost-Effective  Examinations.  The  OCC  has  re¬ 
cently  announced  major  changes  in  the  way  we  super¬ 
vise  small  institutions.  Stable,  small,  community- 
oriented  banks  engaged  in  traditional  banking  activi¬ 
ties  tend  to  have  a  common  risk  profile.  That  means  that 
we  can  evaluate  a  community  bank’s  management 
quality  by  focusing  on  a  community  bank’s  perform¬ 
ance  —  especially  loan  performance.  Where  perform¬ 
ance  meets  sufficiently  high  standards,  we  will  stop 
there  rather  than  pore  over  and  make  minor  revisions 
to  written  policies. 

Our  new  streamlined  exam  procedures  for  small  com¬ 
munity  banks  are  aimed  at  reducing  the  extraneous 
information  bankers  have  been  asked  to  gather  in 
preparation  for  an  examination  and  reducing  demands 
on  examiners  as  well.  Our  focus  will  be  on  results,  i.e., 
the  amount  of  capital  and  the  quality  of  assets.  To  be 
eligible  for  these  procedures,  banks  must  be  operating 
in  a  stable  local  economy,  be  1  or  2  rated  on  our  CAMEL 
scale,  and  be  focused  on  traditional  activities.  While 
these  new  procedures  will  principally  benefit  national 
banks  with  assets  under  $100  million,  we  are  consider¬ 
ing  whether  any  part  of  the  new  guidelines  could  be 
extended  to  larger  institutions. 

We  are  also  undertaking  changes  in  our  exam  proce¬ 
dures  for  large  banks.  We  are  looking  at  ways  to  de¬ 
velop  an  individual  risk  profile  that  incorporates  all  the 
risks  the  bank  takes  on  We  then  work  to  determine 
whether  the  risks  are  appropriate  for  the  individual 
institution,  given  its  resources,  and  whether  the  controls 
the  institution  has  in  place  are  appropriate  to  the  risks 
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Opening  New  Lines  of  Communication.  We  have  also 
opened  new  lines  of  communication  between  bankers 
and  examiners.  Last  year,  the  OCC  adopted  a  formal 
appeals  process  that  included  an  OCC  Ombudsman 
reporting  directly  to  me.  Since  September  of  last  year, 
the  Ombudsman  and  the  district  offices  have  resolved 
over  40  appeals.  Over  60  percent  of  the  appeals  upheld 
the  bank's  view.  In  addition,  we  have  resolved  over  50 
substantive  issues  without  going  through  the  formal 
appeals  process.  The  appeals  process,  and  more  gen¬ 
erally,  the  queries  and  complaints  we  receive  are  help¬ 
ing  to  transform  the  way  the  OCC  does  business. 
Keeping  open  the  lines  of  communication  between 
bankers  and  examiners  gives  each  a  better  under¬ 
standing  of  the  other’s  concerns,  thereby  making  our 
supervisory  efforts  all  the  more  effective. 

Another  way  we  are  opening  new  lines  of  communica¬ 
tion  is  through  a  series  of  informal  meetings  with  na¬ 
tional  bank  executives,  hosted  jointly  with  the  American 
Bankers  Association.  At  these  meetings,  the  OCC’s  top 
officials  and  I  hear  directly  from  bankers  about  their 
concerns.  We  discuss  a  variety  of  topics  dealing  mostly 
with  supervision  and  regulation. 

In  addition  to  regular  meetings  with  bankers,  I  have 
made  a  concerted  effort  to  meet  regularly  with  repre¬ 
sentatives  of  national  community,  consumer,  small 
business,  government  and  other  groups  to  hear  their 
concerns  about  banking.  Thus  far,  I  have  met  with  65 
of  the  top  national  groups  and  held  local  meetings  in 
Omaha,  Salt  Lake  City  and  Chicago  with  almost  50 
groups.  I  walked  the  neighborhoods  of  Los  Angeles, 
San  Antonio  and  Queens  in  New  York  City  to  learn 
first  hand  about  opportunities  and  concerns  from 
people  who  live  in  communities  and  use  or  need  bank 
credit  and  services.  I  also  visited  the  Navajo  Nation 
last  spring  to  hear  about  their  needs  for  bank  credit 
and  services. 

Ensuring  Fair  Access  to  Credit 

We  cannot  afford  to  lose  sight  of  our  special  responsi¬ 
bilities  toward  ensuring  fair  access  to  services  and 
enforcing  fair  lending  laws. 

Enforcing  Fair  Lending  Laws 

At  my  confirmation  hearing  before  this  Committee,  I 
made  this  pledge:  "As  Comptroller,  I  will  work  to  remove 
discrimination  from  our  financial  system,  root  and 
branch  Since  I  took  office,  we  have  taken  a  number 
of  important  steps  to  improve  the  OCC's  performance 
in  the  area  of  fair  lending  enforcement. 

As  bank  supervisors,  we  at  the  OCC  have  a  legal 
obligation  to  make  certain  that  credit  decisions  by 


national  banks  are  made  without  regard  to  race,  gen¬ 
der,  or  other  prohibited  bases.  To  address  this  critical 
issue,  we  have  revamped  our  compliance  program  and 
increased  the  resources  we  dedicate  to  compliance 
examinations.  We  continue  to  work  towards  improving 
our  methods  for  detecting  discrimination  by  focusing 
more  sharply  on  the  characteristics  of  accepted  and 
rejected  mortgage  applications,  and  by  developing 
statistical  methods  to  assist  our  examiners  in  detecting 
apparent  discrimination.  We  are  also  working  closely 
with  other  federal  banking  and  thrift  regulatory  agen¬ 
cies,  the  Department  of  Housing  and  Urban  Develop¬ 
ment  and  the  Department  of  Justice  on  strategies  and 
methods  to  take  administrative  and  civil  action  against 
institutions  that  violate  federal  fair  lending  laws.  ' 

As  we  strive  to  enforce  these  laws  we  also  are  cognizant 
of  the  need  to  do  so  in  a  responsible  manner.  I  think  we 
have  achieved  a  balance  in  our  efforts  in  this  area.  Our 
work  is  in  the  headlines  not  because  we  have  uncov¬ 
ered  massive  violations  of  law,  but  because  we  pursue 
vigorously  violations  when  we  find  them.  We  have  made 
1 0  referrals  to  the  Department  of  Justice  since  1 993;  in 
the  entire  prior  history  of  the  OCC,  the  agency  had 
made  only  one.  I  want  to  make  it  clear  to  this  Committee 
that  we  take  our  referrals  extremely  seriously.  We  spend 
an  enormous  about  of  time  and  resources  to  ensure  that 
our  referrals  are  carefully  researched.  Moreover,  we 
devote  considerable  time  to  discussing  our  findings 
with  the  bank  involved. 

Reforming  CRA 

We  are  also  striving  with  our  sister  agencies  to  revise 
how  we  carry  out  our  responsibilities  under  the  CRA. 
To  ensure  that  CRA  reform  addresses  the  needs  of 
the  banking  industry,  community  groups,  and  other 
key  sectors  of  the  community,  the  federal  banking 
agencies  held  a  series  of  seven  public  hearings  last 
year  at  locations  around  the  country.  In  December 
1993,  the  agencies  issued  a  comprehensive  CRA 
reform  proposal  that  emphasizes  performance  over 
documentation  and  replaces  the  12  current  CRA 
assessment  factors  with  three  evaluation  tests  —  a 
lending  test,  a  service  test,  and  an  investment  test. 
The  agencies  received  over  6,700  comments  on  the 
CRA  proposal.  Almost  all  of  them  are  detailed  and 
complex. 

In  response  to  those  comments,  we  are  re-working  our 
proposal,  eliminating  some  of  the  more  burdensome 
reporting  requirements  and  modifying  what  many  com- 
menters  perceived  as  excessively  rigid  performance 
tests,  while  clarifying  the  remaining  performance 
standards.  We  plan  to  publish  our  revised  proposal  in 
the  near  future  and  invite  comments  for  the  proposed 
45  days. 
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The  problems  that  the  CRA  and  the  fair  lending  laws 
address  are  not  limited  to  federally  insured  banks. 
Banks  are  competing  with  institutions  that  are  not  di¬ 
rectly  subject  to  the  same  rules.  In  effect,  federally 
insured  banks  are  held  to  higher  credit  access  stand¬ 
ards  than  non-federally  regulated  lenders.  While  the 
federal  banking  and  thrift  agencies  are  working  hard  to 
enforce  fair  lending  laws  and  CRA,  many  financial 
intermediaries  are  not  supervised  by  the  federal  regu¬ 
latory  agencies  and  thus  are  not  examined  for  compli¬ 
ance  with  these  laws. 

Conclusion 

Over  the  past  two  years  we  have  seen  significant 
improvements  in  the  condition  of  the  banking  industry. 


Improvements  in  credit  quality,  higher  capital,  and 
steady  growth  have  helped  to  restore  the  banking 
industry  to  health.  We  are  heartened  by  these  improve¬ 
ments  but  we  have  not  reduced  our  resolve  to  continue 
to  provide  the  level  and  quality  of  supervision  that  is 
necessary  to  ensure  the  safety  and  soundness  of  the 
banking  system.  To  ensure  the  long-term  stability  of  the 
system,  we  must  respond  to  the  changing  needs  of  our 
banks  and  consumers,  and  at  the  same  time  expand 
our  knowledge  and  improve  our  supervisory  tech¬ 
niques  so  that  we  can  respond  fully  to  our  obligations 
to  the  public  and  the  Congress. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Bankers 
Roundtable,  on  interstate  banking  and  bank  supervision,  Washington,  DC, 
September  23,  1 994 


When  I  first  came  to  Washington  to  practice  law,  a 
colleague  advised  me  to  consider  specializing  in  bank¬ 
ing.  If  I  found  the  right  issue,  he  said,  I  could  make  a 
whole  career  out  of  it. 

It  is  true  that  major  policy  debates  about  banking  seem 
to  take  almost  forever  to  become  resolved.  That  has 
been  the  case  historically.  Many  of  the  ideas  that  took 
flesh  in  the  National  Currency  Act  of  1863,  the  law  that 
created  the  national  banking  system,  were  proposed 
by  Alexander  Hamilton  in  the  1790s  and  were  debated 
for  decade  after  decade. 

There  is  a  certain  wisdom  in  long  deliberation  —  though 
perhaps  not  quite  so  long.  Our  banking  system  is 
critical  to  the  well-being  of  our  economy  —  as  we  were 
reminded  just  a  few  years  ago.  Change  in  banking  is 
not  a  subject  to  be  taken  lightly. 

A  long  and  exhaustive  public  debate  preceded  recent 
Congressional  enactment  of  interstate  banking.  As  a 
matter  of  fact,  Carter  Golembe  first  addressed  the 
debate  over  interstate  branch  banking  in  a  Golembe 
Report  back  in  1968.  To  give  you  some  perspective: 
Carter’s  interstate  banking  report  was  followed  by  one 
entitled  “Will  the  International  Financial  Mess  be  Nixon’s 
Undoing9’’ 

Perhaps  the  length  of  the  debate  on  interstate  banking 
explains  why  a  sense  of  anticlimax  seems  to  have 
followed  Congressional  passage.  I  am  sure  that  I  am 
not  the  only  one  here  today  to  have  read  that  in  enacting 
interstate  branching  and  interstate  banking,  Congress 
merely  ratified  what  has  already  taken  place. 

Over  the  coming  weeks  and  months,  however,  it  is  likely 
that  analysts  and  observers  will  discover  that  the  legis¬ 
lation  will  have  a  much  more  significant  impact  on  all 
banks  than  currently  anticipated,  and  most  particularly 
on  the  types  of  banks  that  are  represented  in  this  room. 

No  one  knows  for  sure  how  many  banks  will  take 
advantage  of  this  new  law  —  after  all ,  under  the  existing 
law.  some  banks,  such  as  Bank  One,  have  chosen  to 
operate  separate  banks  within  a  single  state.  In  fact, 
last  year  630  bank  holding  companies  operated  more 
than  one  bank  within  a  state. 

On  the  other  hand,  as  of  last  year  there  were  190 
multi-bank  holding  companies  with  bank  operations  in 
two  or  more  states  These  holding  company  bank  sub¬ 


sidiaries  held  slightly  more  than  two-thirds  of  the  assets 
in  the  banking  system.  If  we  make  a  most  conservative 
assumption  —  if  we  assume  that  only  these  190  bank 
holding  companies  simply  consolidate  their  subsidiary 
banks  into  a  lead  bank  under  a  single  charter,  thereby 
converting  those  subsidiary  banks  into  branches  — 
sooner  or  later  190  banks  operating  across  state  lines 
will  hold  more  than  two-thirds  of  the  assets  of  the 
banking  industry. 

Remember,  that  is  the  most  conservative  scenario. 
What  is  far  more  likely  is  that,  by  the  turn  of  the  century, 
we  will  have  national  banks  in  fact  as  well  as  in  name 

The  question  of  how  this  new  banking  system  is  super¬ 
vised  is  critically  important  to  the  future  of  the  banking 
industry.  Already,  several  issues  have  emerged  for  you 
and  for  us.  I  would  like  to  share  our  thinking  about  them 
with  you  today. 

Three  Issues 

The  first  issue  is  the  likely  increase  in  operational  risk 
as  banking  companies  replace  Byzantine  corporate 
structures  dictated  by  antiquated  laws  with  streamlined 
structures  more  responsive  to  business  needs.  Stream¬ 
lining  will  make  management  information  systems  and 
other  reporting  systems  even  more  critical  to  opera¬ 
tional  success  than  they  are  now.  Bank  directors  and 
management  will  have  to  make  sure  that  these  systems 
are  delivering  information  on  bank  policies  and  opera¬ 
tions  that  is  current,  complete,  and  accurate. 

But  —  as  experience  in  bank  mergers  has  shown  —  it 
is  often  difficult  to  merge  MIS  systems.  To  an  unsophis¬ 
ticated  observer,  this  is  seemingly  a  detail,  but  finding 
ways  to  merge  reporting  systems  successfully  is  likely 
to  be  one  of  the  more  difficult  issues  that  managers  of 
large,  interstate  banks  will  confront  And  —  because  of 
our  concerns  regarding  operational  risk  —  it  is  certainly 
one  that  the  Office  of  the  Comptroller  will  take  a  close 
interest  in. 

The  second  issue  that  has  emerged  is  constructing  a 
supervisory  methodology  that  will  focus  on  the  risk  in  a 
multistate  bank  operation  as  a  whole  Fortunately,  at  the 
Office  of  the  Comptroller  we  are  well  along  in  this  area 
As  you  know,  for  each  of  the  largest  banks  we  super¬ 
vise,  we  now  develop  an  individual  risk  profile  that 
incorporates  all  the  risks  the  bank  takes  on  We  then  try 
to  determine  whether  these  risks  are  appropriate  for  the 
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individual  institution,  given  its  resources,  and 
whether  the  controls  the  institution  has  in  place  are 
appropriate  to  the  risks.  We  expect  to  build  on  that 
method  of  supervision  in  the  way  we  supervise  multi¬ 
state  branching  operations  —  that  is,  we  will  identify 
the  risks  for  the  bank  as  a  whole  and  tailor  our  super¬ 
vision  to  fit  those  risks. 

As  part  of  that  supervision,  we  will  need  to  test  whether 
the  bank  is  actually  adhering  to  its  policies  and  proce¬ 
dures,  and  we  would  probably  have  to  conduct  these 
tests  in  a  number  of  branches.  Branch  examinations  will 
be  a  critical  component  of  multi-state  bank  supervision 
no  one  should  assume  otherwise.  But,  to  a  certain 
extent,  how  we  supervise  a  large  bank  with  multistate 
branches  will  depend  on  how  the  bank  structures  its 
operations.  For  example,  if  a  bank  books  all  its  retail 
loans  in  one  location,  its  decision  would  affect  our 
decisions  on  how  we  supervise  its  retail  lending. 

A  third  issue  that  has  emerged  centers  on  the  quality 
of  management.  It  is  less  cut-and-dried  than  the  first 
two  issues,  but  just  as  important.  In  a  competitive 
environment,  the  quality  of  management  often  deter¬ 
mines  success  or  failure  —  that  is  why  management  is 
a  key  component  of  the  CAMEL  rating.  The  elimination 
of  artificial  corporate  structures  —  subsidiary  banks 
with  separate  charters,  separate  managements  and 
separate  boards  of  directors  —  will  pose  an  important 
challenge  for  the  resulting  senior  bank  management 
team,  the  challenge  of  staying  in  touch  with  the  markets 
the  institution  serves. 

For  illustration:  if  you  have  a  bank  subsidiary  in  Texas, 
its  board  knows  its  local  market.  It  knows  the  local 
trends.  It  knows  the  local  problems.  Once  that  bank 
subsidiary  becomes  a  branch,  how  will  you  hang  onto 
that  knowledge?  How  will  you  be  able  to  ensure  that  the 
head  of  Texas  bank  operations  stays  on  top  of  what  is 
happening  in  Texas? 

Certainly  this  is  a  matter  of  differing  concern  from  bank 
to  bank  for  example,  the  largest  banking  companies 
m  the  country  have  conducted  business  around  the 
world  for  decades  and  have  learned,  sometimes  the 
hard  way,  to  keep  a  finger  on  the  local  pulse.  But  for 
many  institutions,  we  expect  this  to  be  the  greatest 
challenge  they  will  face  in  their  efforts  to  take  full 
advantage  of  their  new  authority. 

National  Banks  in  a  New  Environment 

The  banking  industry  is  on  the  verge  of  entering  a  very 
different  environment.  National  banks  will  find  that  they 
have  many  advantages  there  —  a  fact  that  was  cer¬ 
tainly  on  our  mind  as  we  worked  with  the  Congress  on 
the  details  of  the  new  interstate  law. 


For  example,  national  banks  will  enjoy  “one  stop”  su¬ 
pervision  by  the  Office  of  the  Comptroller.  Other  institu¬ 
tions  have  at  least  two  regulators  for  their  banks,  and 
some  have  three.  Multiple  regulators  often  mean  multi¬ 
ple  headaches.  At  minimum,  it  means  a  multiple  layer 
of  regulations.  National  banks  operate  under  uniform 
federal  powers  wherever  the  banks’  activities  are  con¬ 
ducted.  And  federal  law  applicable  to  national  banks 
can  preempt  state  law  —  there  is  nothing  in  the  inter¬ 
state  bill  that  significantly  changes  this.  Thus,  national 
banks  have  always  had  the  comfort  of  knowing  that 
their  ability  to  operate  safely,  soundly  and  competitively 
would  not  be  frustrated  by  state  action. 

Moreover,  national  banks  know  that  the  Office  of  the 
Comptroller  will  continue  to  vigorously  champion  its 
vision  of  the  banking  industry. 

Further,  as  many  of  you  recognize  in  your  own  institu¬ 
tions,  with  size  comes  a  certain  degree  of  sophistica¬ 
tion.  Our  size  allows  us  to  develop  highly  specialized 
areas  of  expertise.  For  example,  we  recently  began  to 
train  examiners  to  specialize  in  the  credit  markets  of 
particular  industries,  thus  giving  us  a  heretofore  un¬ 
available  ability  to  spot  problems  in  an  institution’s 
lending  to  particular  industries,  such  as  the  chemical, 
health  care  or  insurance  industries.  What  makes  this  so 
useful  is  that  we  operate  coast-to-coast,  just  as  most 
industries  do.  And  our  examiner  expertise  is  particu¬ 
larly  noteworthy  in  regard  to  complex  transactions,  in 
credit  quality  analysis,  and  in  capital  markets. 

Recently  we  have  taken  important  and  necessary  steps 
in  the  derivatives  area,  an  area  headed  at  the  Office  of 
the  Comptroller  by  a  former  managing  director  of  J.P. 
Morgan.  The  Office  of  the  Comptroller  initiated  its  de¬ 
rivatives  program  well  before  the  risks  posed  by  such 
instruments  were  fully  appreciated.  By  recognizing 
problems  early  we  have  been  able  to  supervise  effec¬ 
tively  in  a  less  intrusive  way  than  otherwise  would  be 
the  case.  Moreover,  because  we  are  now  in  a  position 
to  anticipate  these  problems,  we  don’t  over-react  to 
them.  As  a  national  regulator,  the  Office  of  the  Comp¬ 
troller  is  in  a  position  to  foresee  such  potential  problems 
before  they  become  manifest. 

We  have  made  other  advances  as  well,  not  just  in  terms 
of  the  level  of  sophistication  we  bring  to  our  supervisory 
responsibilities,  but  in  making  our  approach  to  super¬ 
vision  sensible,  fair  and  efficient.  We  are  in  the  midst  of 
a  comprehensive  review  of  our  approach  to  examina¬ 
tion  of  both  small  and  large  banks.  I  have  already 
mentioned  our  developing  a  better,  risk-focused  ap¬ 
proach  to  large  bank  examination.  We  have  also  re¬ 
cently  issued  new  exam  procedures  for  small, 
non-complex  banks.  Our  goal  is  to  focus  our  supervi¬ 
sory  attention  on  areas  that  present  the  greatest  risk. 
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We  should  not  be  intrusive,  except  in  the  rare  cases 
where  real  risk  warrants  it.  Further,  we  are  now  working 
on  more  streamlined  procedures  in  the  compliance 
area  for  both  small  and  large  banks. 

Last  year,  we  created  the  Office  of  the  Ombudsman. 
This  program  allows  bankers  to  have  a  particularly 
rapid  and  thorough  review  of  examiner  decisions  in 
those  instances  where  a  bank  and  examiners  disagree. 

And  we  have  made  a  substantial  and  ongoing  effort  to 
eliminate  unnecessary  regulatory  burdens  on  national 
banks.  All  of  our  regulations  are  undergoing  a  through 
review.  In  a  matter  of  weeks,  we  will  publish  for  com¬ 
ment  a  complete  overhaul  of  Part  5  of  our  regulations, 
covering  virtually  all  types  of  corporate  applications 
and  filings  made  with  the  Office.  The  new  Part  5  will 
accomplish  two  important  goals:  First,  it  will  dramati¬ 
cally  expedite  the  applications  process  for  well-man¬ 
aged  and  well-capitalized  institutions.  Second,  it  will  lay 
the  foundation  for  cuts  in  our  corporate  application 
fees.  These  fees  will  be  coming  down.  I  will  announce 
a  number  of  specific  reductions  in  fees  within  a  matter 
of  weeks. 

But  I  have  strayed  from  our  discussion  of  the  new 
interstate  environment.  I  mentioned  that  national  banks 
operate  under  a  uniform  federal  banking  law.  This  will 
become  all  the  more  important  for  interstate  banks. 
When  operating  on  an  interstate  basis,  branches  of  a 
national  bank  will  be  subject  to  the  same  laws  regarding 
permissible  activities,  capital  requirements,  lending 
limits,  corporate  application  procedures,  and  so  on, 
regardless  of  where  they  have  their  operations.  A  state- 
chartered  institution,  on  the  other  hand,  would  have  to 
comply  with  a  different  set  of  banking  statutes,  regula¬ 
tions,  and  interpretations  in  each  state  in  which  it  main¬ 
tains  an  interstate  branch. 

Similarly,  a  national  bank,  including  an  interstate  bank, 
will  be  subject  to  examinations  and  regulatory  enforce¬ 
ment  exclusively  by  the  Office  of  the  Comptroller.  In 


contrast,  a  state  bank  with  interstate  branches  would 
be  subject  to  examinations  and  enforcement  actions  by 
state  banking  regulators  in  every  state  in  which  it  oper¬ 
ates  an  interstate  branch  —  in  addition  to  the  bank 
regulator  of  its  home  state,  and  in  addition  to  its  primary 
federal  regulator. 

Moving  to  an  interstate  banking  environment  poses 
important  challenges  to  the  Office  of  the  Comptroller 
and  to  national  banks.  We  have  many  reasons  to  be¬ 
lieve  we  can  meet  these  challenges  successfully. 

Conclusion 

When  we  stand  close  to  significant  events,  it  is  some¬ 
times  difficult  to  perceive  their  magnitude.  Certainly,  the 
proponents  of  the  national  banking  system  had  the 
highest  hopes  when  they  achieved  passage  of  the 
National  Currency  Act  in  1863,  but  who  could  have 
foreseen  that  by  1870  —  seven  short  years  later  —  the 
federal  government  would  have  chartered  1 ,600  na¬ 
tional  banks? 

Someday  we  may  see  that  the  passage  of  federal 
interstate  banking  legislation  not  only  ratified  the  status 
quo ,  it  also  opened  the  door  to  a  new  and  better  future. 

Someday  we  may  see  that  the  passage  of  federal 
interstate  banking  legislation  was  the  point  where  the 
secular  decline  of  American  banking  ended  —  and  the 
rebound  of  American  banking  began. 

Someday  we  may  see  that  the  passage  of  federal 
interstate  banking  legislation  was  not  simply  the  end  of 
a  decade’s  long  policy  debate,  it  was  also  the  begin¬ 
ning  of  a  modern  banking  system  for  America. 

One  thing  is  certain:  today,  especially  in  light  of  inter¬ 
state  banking,  the  Office  of  the  Comptroller  stands 
ready  to  work  with  national  banks  to  make  that  modern¬ 
ization  a  reality  —  a  reality  that  benefits  banks  and 
customers  alike. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Consumer  Bankers  Association,  on  bank  mutual  fund  sales,  September  27, 1994 


Banks  are  moving  closer  to  becoming  full-service  finan¬ 
cial  service  providers,  a  goal  that  bankers  have  worked 
toward  for  decades  and  one  that  —  as  you  know  —  I 
strongly  support. 

This  is  a  welcome  change  from  when  I  was  in  grade 
school  in  York,  Pennsylvania,  and  my  father  —  a  country 
doctor  —  decided  the  time  had  arrived  to  teach  me 
about  financial  responsibility.  He  took  me  to  a  savings 
and  loan  association  to  open  a  savings  account.  He 
then  took  me  to  the  York  office  of  Merrill  Lynch  —  which 
just  happened  to  be  on  the  first  floor  of  a  former  bank 
branch  building  —  to  purchase  two  shares  of  stock. 
And  finally  he  took  me  to  the  York  Bank  and  Trust  to 
open  a  checking  account.  Even  to  a  boy  whose  mind 
was  on  other  things,  this  walking  all  over  town  to  handle 
one’s  money  seemed  crazy.  But  that  was  the  way  the 
world  was  then. 

Today,  while  statutory  restrictions  continue  to  prohibit 
banks  from  engaging  in  certain  financial  activities, 
banks  have  more  and  more  managed  to  enter  a  number 
of  new  lines  of  business  —  activities  such  as  derivatives 
and  the  sale  of  mutual  funds.  The  Office  of  the  Comp¬ 
troller  has  played  an  important  part  in  that  effort. 

From  the  outset  of  my  term  as  Comptroller,  I  have  said 
that  I  will  support  the  expansion  of  banking  activities 
when  the  new  activity  is  consistent  with  safety  and 
soundness  and  offers  benefits  to  consumers.  Bank 
mutual  fund  sales  clearly  satisfy  both  tests,  and  I 
have  kept  my  promise.  I  have  consistently  supported 
the  industry’s  expansion  into  mutual  fund  sales  — 
even  at  the  cost  of  some  pretty  tough  hearings  on 
Capitol  Hill  before  I  approved  Mellon  Bank’s  acquisi¬ 
tion  of  the  Dreyfus  Corporation.  You  deserve  to  have 
the  opportunity  to  compete  in  the  mutual  fund  busi¬ 
ness,  and  —  although  the  Office  of  the  Comptroller 
has  insisted  on  high  standards  of  integrity  —  I  have 
fought  and  will  keep  fighting  to  make  sure  you  have 
that  opportunity.  The  consumer,  the  banker,  and  the 
economy  would  all  benefit  from  a  more  open,  inte¬ 
grated  financial  services  marketplace. 

But  as  you  well  know,  not  everyone  views  a  free  and 
open  integrated  financial  services  marketplace  as 
desirable.  We  hear  public  debate  —  particularly  in 
Congress  —  on  the  wisdom  of  allowing  banks  to 
continue  to  enter  new  activities,  as  well  as  calls  to  roll 
banks  back  from  the  activities  in  which  they  have 
recently  engaged. 


To  a  great  extent,  how  bankers  deal  with  these  products 
and  services  will  determine  how  this  debate  will  come 
out. 

And,  to  a  great  extent,  how  bankers  deal  with  these 
products  and  services  will  determine  if  they  are  suc¬ 
cessful  in  competing  with  the  likes  of  Merrill  Lynch. 

In  both  cases  —  in  dealing  with  Congress  and  in 
competing  effectively  —  my  personal  view  is  that  if 
banks  are  to  be  successful,  they  must  take  advantage 
of  their  long-established  reputation  for  honesty  to  posi¬ 
tion  themselves  in  the  marketplace  as  the  financial 
service  providers  of  high  integrity,  the  providers  that 
customers  —  be  they  depositors,  borrowers,  or  inves¬ 
tors  —  can  trust.  Establishing  or  raising  standards  — 
and  adhering  to  them  —  is  good  business  in  every 
sense  of  the  term.  Promoting  public  confidence  in  one’s 
product  or  service  leads  to  consumer  loyalty,  and  con¬ 
sumer  loyalty  can  lead  to  increased  profitability. 

The  Origin  of  the  High  Integrity  Provider:  Bank  Mutual 
Fund  Sales 

Bank  sales  of  mutual  funds  have  helped  shape  this 
thinking.  Bank  entry  into  this  business  is  the  most 
significant  change  in  retail  banking  since  the  credit 
card.  Just  as  credit  cards,  a  quarter  century  ago  or  so, 
allowed  millions  of  Americans  access  to  consumer 
credit  —  many  for  the  first  time  —  mutual  funds  allowed 
millions  of  Americans  access  to  capital  markets  — 
many  for  the  first  time.  And  in  both  cases  the  product 
raised  consumer  protection  concerns.  I  can  remember 
—  as  I  am  sure  many  of  you  do  —  that  in  the  late  1 960s 
and  early  1970s  there  were  calls  for  banks  to  abandon 
issuing  credit  cards  because,  so  the  critics  charged, 
retail  bank  customers  lacked  the  financial  sophistica¬ 
tion  necessary  to  handle  them  responsibly.  Experience 
revealed  that  some  customers  did  lack  that  sophistica¬ 
tion,  just  as  it  revealed  that  many  customers  did  not. 
Within  a  few  short  years,  credit  cards  became  a  stand¬ 
ard  product  of  retail  banking. 

Early  last  year,  we  at  the  Office  of  the  Comptroller 
asked  ourselves  why  anyone  would  go  to  a  bank  to 
invest  in  a  fund  when  so  many  alternatives  were 
obviously  available.  The  answer,  we  determined,  is 
not  the  product,  but  the  provider:  People  trust  bank¬ 
ers.  The  surest  way  to  protect  the  consumer  is  to 
make  certain  that  the  banking  industry  continues  to 
deserve  that  level  of  trust.  The  question  then  be¬ 
comes  how  best  to  do  that. 


71 


As  banking  regulators  we  have  the  responsibility  to 
assure  that  banks  maintain  a  high  standard  of  customer 
protection  —  in  practice,  the  highest  standard  in  the 
financial  services  industry.  But  there  are  limits  on  what 
regulation  can  do.  Certainly,  we  could  impose  a  draco¬ 
nian  scheme  of  prohibitions  and  penalties  that  would 
protect  the  consumer  from  any  harm  whatsoever.  But 
what  would  be  the  cost  of  creating  a  huge,  new  safety 
net9  Such  a  scheme  would  drive  banks  from  the  busi¬ 
ness,  thus  denying  customers  the  competitive  benefits 
that  would  flow  from  having  high  integrity  providers 
offer  the  product. 

It  became  clear  to  us  that,  rather  than  impose  a  regu¬ 
latory  scheme,  we  would  have  to  work  in  cooperation 
with  bankers.  In  doing  so,  we  would  be  able  to  find  the 
right  balance  of  actions  that  would  keep  banks  in  the 
business  and  consumers  properly  protected  at  the 
same  time. 

Bank  Mutual  Fund  Initiatives 

As  you  know,  the  first  fruit  of  that  effort  was  the  guidance 
on  bank  sales  of  mutual  funds  that  we  issued  in  July 
1993.  That  guidance  was  developed  in  close  consult¬ 
ation  with  banking  industry  leadership.  The  heart  of  that 
guidance  is  disclosure  —  disclosure  that  reflects  bank¬ 
ing’s  responsibility  to  inform  and  educate  customers 
about  the  uninsured  status  of  the  mutual  funds  and  the 
fact  that  funds  are  exposed  to  market  risk.  To  help  with 
that  effort,  the  Office  of  the  Comptroller  produced  a 
brochure  entitled  Deposits  and  Investments:  There’s  A 
Critical  Difference  for  banks  to  distribute  to  customers. 
And  last  February,  we  joined  other  federal  regulators  in 
issuing  additional  guidance  on  bank  sales  of  mutual 
funds. 

There  is  evidence  our  cooperative  effort  is  working. 
According  to  an  article  in  the  American  Banker  earlier 
this  month,  banks  —  and  I’m  using  the  Banker's  words 
—  “have  vastly  improved  their  handling  of  consumer 
disclosures."  This  conclusion  is  based  on  a  study  con¬ 
ducted  by  Barry  Leeds  &  Associates,  a  New  York  firm 
that  conducts  customer  service  and  compliance  audits 
for  banks.  The  firm  hired  local  testers  to  conduct  a  study 
of  the  20  leading  banks  in  five  major  markets:  New  York, 
Atlanta,  Boston,  Chicago,  and  Los  Angeles.  The  study 
found  that  nine  out  of  10  bank-based  sales  repre¬ 
sentatives  routinely  inform  prospective  investors  that 
mutual  funds  and  other  investments  sold  at  banks  lack 
deposit  insurance.  Last  year,  a  study  done  for  the  firm 
concluded  that  only  six  out  of  10  bank  sales  repre¬ 
sentatives  were  making  the  disclosure.  Further,  this 
year's  study  found  that  three-quarters  of  the  bank  sales 
representatives  advised  customers  that  buying  a  mu¬ 
tual  fund  means  placing  principal  at  risk  —  compared 
to  just  half  last  year  And  three-quarters  of  the  bank 


sales  reps  informed  investors  that  rates  of  return  were 
not  guaranteed  —  again  compared  to  half  last  year. 

Clearly,  the  industry  is  making  demonstrable  progress 
—  but  just  as  clearly,  there  is  still  much  more  to  do. 

So  we  are  doing  more.  We  recently  worked  with  a 
number  of  banks  active  in  mutual  fund  sales  to  interview 
customers  to  determine  which  sales  practices  were 
most  effective  in  reducing  customer  confusion  about 
the  products.  We  found  that  oral  disclosure  —  disclo¬ 
sure  about  the  risks  associated  with  mutual  fund  invest¬ 
ments  and  disclosure  of  the  fact  that  fund  investments 
are  not  FDIC  insured  —  is  what  people  remember  most. 
These  results  strengthen  our  belief  in  the  significance 
of  oral  disclosures  in  bank  sales  presentations  and  our 
support  for  the  FDIC’s  proposal  to  conduct  a  sales 
testing  program  of  all  FDIC-insured  institutions  that  sell 
mutual  funds. 

We  continue  to  believe  that  written  disclosures  to  mu¬ 
tual  fund  customers  are  necessary  and  important.  And 
we  stand  ready  to  provide  whatever  assistance  we  can 
to  help  national  banks  make  their  written  disclosures 
more  effective.  Nothing  better  illustrates  our  willingness 
here  than  an  initiative  we  completed  several  weeks  ago, 
an  initiative  that  arose  from  our  offer  to  review  any 
national  bank’s  advertising,  promotional,  and  disclo¬ 
sure  materials  for  mutual  fund  and  other  nondeposit 
investment  products.  Bankers  asked  us  to  conduct  the 
review  outside  the  examination  process  —  and  we  did. 

The  response  was  almost  overwhelming  —  702  banks 
submitted  more  than  8,500  documents.  The  voluntary 
participation  of  so  many  national  banks  in  this  effort 
clearly  shows  the  industry’s  determination  to  develop 
and  adhere  to  high  standards  in  this  area. 

We  analyzed  all  of  the  8,500-plus  documents,  and  we 
sent  a  letter  to  all  national  banks  summarizing  the  types 
of  criticisms  that  surfaced  during  the  review.  Further, 
each  and  every  bank  that  submitted  material  is  receiv¬ 
ing  a  written  response  from  us  detailing  the  problems 
we  found  in  its  documents.  And  we  are  following  up  that 
written  response  with  visits  from  examiners  to  explain 
further  any  problems  that  we  found  and  what  can  be 
done  to  resolve  them.  Among  the  problems  we  found 
was  that  banks  did  not  always  make  their  disclosures 
conspicuous.  We  strongly  encourage  national  banks  to 
make  the  key  disclosures  in  type  that  is  larger  and 
bolder  than  the  predominant  type  in  the  document. 

I  want  to  commend  the  leadership  of  the  Consumer 
Bankers  Association  for  your  help  in  our  efforts,  particu¬ 
larly  in  helping  us  develop  guidelines.  I  am  now  asking 
you  to  do  more.  As  you  know,  I  have  invited  the  leader¬ 
ship  of  this  association  —  and  that  of  the  American 


72 


Bankers  Association,  Bankers  Roundtable,  the  Inde¬ 
pendent  Bankers  Association  of  America,  the  National 
Bankers  Association,  the  Financial  Institutions  Insur¬ 
ance  Association,  and  the  Bank  Securities  Association 
—  to  a  joint  meeting  where  we  can  discuss  ways  we  can 
all  work  with  banks  to  improve  the  quality  of  disclosures. 

Finally,  I  want  to  note  that  we  have  reached  an  agree¬ 
ment  with  the  National  Association  of  Securities  Dealers 
to  open  series  6  and  7  examinations  to  bank  employ¬ 
ees.  Earlier  this  year,  I  asked  the  NASD  to  open  its 
examinations  because  I  believe  that  it  is  crucial  for  bank 
employees  to  have  training  comparable  to  that  enjoyed 
by  securities  industry  sales  staff.  At  present,  staff  from 
the  Office  of  the  Comptroller,  the  Securities  and  Ex¬ 
change  Commission,  the  New  York  Stock  Exchange, 
and  the  other  federal  bank  regulators  are  working  out 
the  details  of  a  testing  program.  We  have  met  with 
several  bank  trade  associations  —  including  Consumer 
Bankers  —  who  have  expressed  strong  interest  in 
access  to  these  examinations  for  their  members.  We 
are  hopeful  that  a  testing  program  can  be  established 
within  the  next  year. 

Conclusion 

In  closing,  I  want  to  stress  again  that  our  efforts  to  date 
in  the  area  of  bank  mutual  fund  sales  —  the  guidance 


we  issued;  the  “best  practices”  survey  we  conducted; 
the  review  of  bank  written  disclosures  we  made;  our 
examinations,  routine  and  special  —  are  all  aimed  at 
identifying  and  eliminating  problems  that  stand  in  the 
way  of  banks  succeeding  in  the  mutual  fund  business 
and  making  mutual  fund  sales  an  accepted  part  of 
banking.  In  that  regard,  they  are  all  aimed  —  not  at 
bankers  who  want  to  serve  customers  and  build  rela¬ 
tionships  —  but  at  the  shallow  end  of  the  industry  where 
salespeople  merely  want  to  hustle  customers  in,  take 
their  money,  and  hustle  them  out. 

We  want  —  and  banking’s  leadership  wants  —  banks 
to  do  the  right  thing  when  selling  mutual  funds  —  not 
simply  because  regulators  require  it  —  but  because 
banking’s  future  rests  on  its  reputation  for  honesty  and 
fair  dealing.  That  reputation  was  hard  earned.  Over  the 
years,  bankers  have  taught  generations  of  Americans 
the  fundamentals  of  personal  finance:  how  to  be  savers 
and  how  to  be  responsible  borrowers. 

In  the  coming  years,  banks  can  make  a  place  for 
themselves  in  the  financial  services  industry  by  provid¬ 
ing  Americans  not  only  with  access  to  the  capital  mar¬ 
kets,  but  also  with  a  knowledge  of  the  opportunities  and 
the  risks  of  investing,  and  with  financial  advice.  We  will 
continue  to  work  with  bankers  who  share  that  vision  for 
the  future. 
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651— July  1994 


This  letter  responds  to  your  June  17,  1994  letter,  on 
behalf  of  the  bank,  requesting  a  clarification  on  certain 
issues  relating  to  the  recent  changes  to  the  Fair  Hous¬ 
ing  Home  Loan  Data  System,  12  CFR  27  (“FHHLDS"). 
On  May  20,  1994,  the  Office  of  the  Comptroller  of  the 
Currency  (“OCC”)  published  a  final  rule  amending  the 
FHHLDS  in  the  Federal  Register.  See  59  Fed.  Reg. 
26411  (May  20,  1994).  The  final  rule  enhanced  the 
OCC's  ability  to  use  data  in  fair  lending  examinations 
that  is  collected  under  the  Home  Mortgage  Disclosure 
Act  (“HMDA”)  and  its  implementing  regulation,  12 
CFR  Part  203  (“Regulation  C”).  The  final  rule  also  re¬ 
duced  recordkeeping  requirements  on  national  banks 
that  were  required  to  maintain  duplicative  information 
under  both  the  FHHLDS  and  HMDA.  As  you  correctly 
point  out,  the  revised  rule  now  requires  national  banks 
subject  to  the  HMDA1  to  collect  home  loan  data  using 
the  HMDA  Loan/Application  Register  (“HMDA-LAR”). 
Your  letter  seeks  clarification  on  the  treatment  of  certain 
types  of  loans  which  are  covered  by  either  the  FHHLDS 
or  the  HMDA,  but  not  both. 

Treatment  of  Loans  Covered  by  FHHLDS,  But  Not  by 
Regulation  C 

The  first  question  that  you  ask  is  whether  the  OCC 
agrees  with  your  understanding  that  the  following  types 
of  loans  are  covered  by  the  FHHLDS,  but  not  by  Regu¬ 
lation  C: 

•  Any  loan  to  purchase  (including  any  combi¬ 
nation  construction-permanent  loans  with  a 
takeout  commitment)  a  one-to-four  family 
dwelling  if  50  percent  or  less  of  the  loan 
proceeds  will  be  used  to  make  the  purchase; 
and 

•  Any  loan  to  refinance  the  purchase  of  one-to- 
four  family  dwelling  if  the  amount  outstanding 
on  the  original  loan  is  50  percent  or  less  of  the 
total  new  loan  amount. 

The  OCC  generally  agrees  with  your  understanding, 
subject  to  two  caveats.  First,  there  is  no  official  written 
guidance  regarding  the  treatment  of  loans  to  purchase 


National  banks  with  total  assets  exceeding  $10  million  that  originate 
mortgage  loans  and  have  a  main  office  or  branch  located  in  a 
metropolitan  statistical  area  are  subject  to  HMDA  (‘HMDA  banks  ). 
HMDA  banks  are  required  to  collect  data  regarding  applications  for, 
and  originations  and  purchases  of,  home  purchase  and  home  im¬ 
provement  loans  (including  refinancings  of  both)  See  12  CFR 
203  3(a)  and  203  4(a). 


a  one-to-four  family  dwelling  when  50  percent  or  less 
of  the  loan  proceeds  will  be  used  to  make  the  purchase. 
However,  F.  John  Podvin,  Jr.,  an  attorney  on  my  staff, 
obtained  informal  confirmation  with  Federal  Reserve 
Board  legal  staff  that  these  loans  would  not  be  subject 
to  Regulation  C.  Second,  your  understanding  of  the  50 
percent  test  regarding  treatment  of  refinancings  is 
slightly  misstated.  The  appropriate  test  for  coverage  of 
refinancings  is  set  forth  in  Appendix  A  to  Regulation  C, 
which  provides  in  pertinent  part: 

Report  a  refinancing  if  the  amount  outstanding  on 
the  original  loan,  plus  the  amount  of  new  money 
(if  any)  that  is  for  home  purchase  or  home  im¬ 
provement  purposes,  is  more  than  50  percent  of 
the  total  new  loan  amount.  Do  not  report  a  refi¬ 
nancing  if  50  percent  or  less  of  the  loan  proceeds 
or  the  amount  applied  for  is  for  home  purchase  or 
home  improvement. 

12  CFR  203  Appendix  A,  paragraph  V. A. 5. Code  3: 
Refinancings. c.  See  also  A  Guide  to  HMDA  Reporting 
—  Getting  It  Right!,  Federal  Financial  Institutions  Ex¬ 
amination  Council,  May  1993,  p.  23  (discussion  about 
refinancings). 

Your  second  question  is  whether  national  banks,  sub¬ 
ject  to  the  HMDA  and  accordingly  12  CFR  27.3(a)(1), 
have  to  report  these  non-HMDA  loans  because  they  fall 
within  the  definition  of  “home  loan”2  under  the 
FHHLDS?  You  believe  the  answer  should  be  no  be¬ 
cause  the  data  the  Bank  now  collects  on  its  HMDA-LAR 
that  happens  to  be  “home  loans”  under  the  FHHLDS 
can  be  used  to  satisfy  the  FHHLDS  requirements  in¬ 
stead  of  the  data  collected  under  the  old  Monthly  Home 
Loan  Activity  Report. 

The  OCC  agrees  for  the  following  reasons.  As  men¬ 
tioned  earlier,  one  of  the  purposes  of  the  amendments 
to  the  FHHLDS  was  to  reduce  duplicative  recordkeep¬ 
ing  burden  on  national  banks.  Several  comment  letters 
mentioned  the  different  treatment  of  home  loans  under 
the  FHHLDS,  Regulation  C  and  the  Federal  Reserve 
Board’s  Regulation  B,  12  CFR  202  and  made  various 
suggestions  on  improvements.  The  OCC  responded  to 
these  commenters  as  follows: 

The  OCC  is  considering,  but  chose  not  to  imple¬ 
ment  these  commenters’  suggestions  into  this 
final  rule  because  of  the  necessity  and  impor- 


2The  definition  of  “home  loan"  in  the  FHHLDS  provides  as  follows 

Home  loan  means  a  real  estate  loan  for  the  purchase,  perma¬ 
nent  financing  for  construction,  or  the  refinancing  of  residential 
real  property  which  the  applicant  intends  to  occupy  as  a  prin¬ 
cipal  residence. 
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tance  of  enhancing  the  HMDA  data  and  reducing 
regulatory  burden  as  soon  as  possible.  However, 
the  issues  raised  by  the  commenters  will  be  con¬ 
sidered  further  in  the  context  of  the  OCC’s  ongo¬ 
ing  study  of  the  FHHLDS.  After  the  study  is 
complete,  the  OCC  expects  to  publish  in  the 
Federal  Register  a  notice  of  proposed  rulemaking 
to  explain  any  further  proposed  changes  to  the 
FHHLDS. 

59  Fed.  Reg.  2641 1,26414  (May  20,  1994). 

The  new  Quarterly  Recordkeeping  Requirement  in  12 
CFR  27.3(a)(1)  requires  a  HMDA  bank  to  present  data 
on  the  HMDA-LAR,  or  in  an  automated  format  in  accord¬ 
ance  with  the  instructions,  subject  to  two  exceptions. 
First,  the  bank  shall  maintain  the  reason(s)  it  denied  a 
loan  application,  using  the  codes  provided  in  Regula¬ 
tion  C.  Second,  the  bank  shall  record  all  information 
required  by  27.3(a)(1)  and  Regulation  C  within  30  cal¬ 
endar  days  after  the  end  of  each  calendar  quarter.  If 
Regulation  C  and  its  instructions  do  not  require  a  par¬ 
ticular  home  loan  to  be  reported,  then  the  Bank  is  not 
required  to  record  data  on  that  loan  under  the  routine 
Quarterly  Recordkeeping  Requirement  in  the  FHHLDS. 
However,  the  Bank  is  still  required  to  meet  the  record¬ 
keeping  requirements  under  12  CFR  27.3(b). 

Your  third  question  relates  to  whether  these  non-HMDA 
loans  will  be  included  in  the  loans  subject  to  possible 
OCC  requests  for  Home  Loan  Data  Submission  Forms 
under  1 2  CFR  27.7(c).  In  my  opinion,  these  non-HMDA 
loans  would  be  covered  under  OCC  requests  for  infor¬ 
mation  under  1 2  CFR  27.7  for  the  following  reasons.  The 
final  rule  sought  to  reduce  the  duplicative  recordkeep¬ 
ing  burden  imposed  by  the  FHHLDS’s  monthly  record¬ 
keeping  requirement.  Unlike  12  CFR  27.3(a),  which  is 
a  routine  recordkeeping  requirement,  1 2  CFR  27.4  and 
27.7  are  discretionary  recordkeeping  requirements  that 
authorize  the  Comptroller  after  reviewing  the  informa¬ 
tion  maintained  under  12  CFR  27.3(a)  to  use  his  or  her 
discretion  in  requiring  national  banks  to  maintain  a  Fair 
Housing  Inquiry/Application  Log  or  to  complete  Home 
Loan  Data  Submission  Forms  if  the  Comptroller  has 
reason  to  believe  that  a  national  bank  is  engaging  in 
discriminatory  practices.  See  59  Fed.  Reg.  26411, 
26412  (May  20,  1994).  The  changes  made  to  12  CFR 
27.7  were  only  conforming  in  nature.  See  Id,  Finally, 
because  this  discretionary  requirement  is  unique  to  the 
FHHLDS,  it  is  appropriate  to  use  the  FHHLDS’s  defini¬ 
tion  of  home  loan”  in  1 2  CFR  27.2(f)  to  determine  which 
loans  are  subject  to  an  OCC  request  for  the  more 
detailed  Home  Loan  Data  Submission  Forms.  I  note  that 
the  bank  would  not  be  required  to  complete  Home  Loan 
Data  Submission  Forms  for  loans  covered  by  Regula¬ 
tion  C,  but  not  by  the  definition  of  “home  loan"  in  the 
FHHLDS,  as  discussed  later. 


Treatment  of  Loans  Covered  by  Regulation  C,  But 
Not  the  FHHLDS 

You  ask  an  additional  question  relating  to  the  following 
types  of  loans,  which  you  understand  to  be  covered  by 
Regulation  C,  but  not  the  FHHLDS: 

•  A  loan  to  improve  ( i . e . ,  for  the  purpose  of 
repairing,  rehabilitating,  or  remodeling)  a 
dwelling. 

•  A  loan  to  purchase  or  refinance  a  mobile 
home  which  is  not  affixed  to  the  parcel  of  land 
on  which  it  is  located. 

•  A  loan  to  purchase  or  refinance  non-owner 
occupied  rental  property  or  a  multifamily 
dwelling  of  five  or  more  units. 

•  A  loan  to  purchase  or  refinance  a  dwelling 
where  the  bank  relies  substantially  on  a  gov¬ 
ernment  guarantee  (e.g.,  Federal  Housing 
Administration,  Veteran’s  Administration,  or 
Farmers  Home  Administration)  (except  for  the 
purposes  of  12  CFR  27.4,  regarding  the  In¬ 
quiry/Application  Log). 

•  A  loan  to  purchase  or  refinance  a  one-to-four 
family  dwelling  which  is  secured  by  property 
other  than  that  which  was  purchased  or  refi¬ 
nanced. 

Your  question  is  whether  these  non-FHHLDS  loans  are 
covered  by  the  requirement  to  maintain  the  reasons  for 
denial  in  12  CFR  27.3(a)(1)(i)  and  are  covered  by  the 
quarterly  updating  requirement  in  12  CFR  27.3(a)(1)(ii)7 
In  my  opinion,  these  non-FHHLDS  loans  would  be 
covered  by  both  requirements  for  the  following  reasons. 
One  of  the  two  major  purposes  of  revising  the  FHHLDS 
was  to  improve  the  OCC’s  ability  to  use  HMDA  data  in 
fair  lending  examinations.  This  was  accomplished  by 
proposing  that  the  data  be  updated  on  a  more  frequent 
basis3  and  by  proposing  that  the  bank  provide  the 
reason(s)  for  denial.  After  considering  and  implement¬ 
ing  comment  letters  received  from  the  public,  the  final 
rule  contained  the  quarterly  updating  requirement  and 
the  reason(s)  for  denial  requirement,  which  apply  to  the 


3The  OCC’s  proposed  rule  contained  a  monthly  updating  require¬ 
ment  for  all  data  collected  under  Regulation  C  However,  in  response 
to  comment  letters  and  to  reduce  recordkeeping  burden  on  national 
banks,  the  OCC  replaced  the  monthly  updating  requirement  with  a 
quarterly  updating  requirement  in  the  final  rule.  See  59  Fed  Reg 
2641 1 , 26413  (May  10,  1994).  I  note  that  the  Federal  Reserve  Board 
has  published  a  proposed  rule  that  would  amend  Regulation  C  to 
require  monthly  updating  of  the  HMDA-LARs  and  they  seek  comment 
on  the  regulatory  burden  associated  with  monthly  updating  and 
whether  that  burden  would  be  reduced  by  quarterly  updating  See 
59  Fed  Reg.  30310,  30312  (June  13,  1994) 
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data  recorded  by  HMDA  banks  on  all  loans  covered  by 
Regulation  C.  This  enhanced  and  current  information 
can  be  useful  to  both  the  bank  and  the  OCC  in  deter¬ 
mining  compliance  with  fair  lending  laws. 


William  B.  Glidden 
Assistant  Director 

Bank  Operations  and  Assets  Division 
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Mergers  —  July  1  to  September  30,  1 994 


Mergers  consummated  involving  two  or  more  nonaffiliated  operating  national  banks 

Page  Page 


California 

July  29,  1994 

Metro  Commerce  Bank,  N.A.,  San  Rafael,  California,  and 


Bank  of  Hayward,  Hayward,  California 

Merger .  85 

September  30,  1994 

San  Jose  National  Bank,  San  Jose,  California,  and 

California  Business  Bank,  N.A.,  San  Jose,  California 

Merger .  85 


Georgia 

July  28,  1994 

SouthTrust  Bank  of  Columbus,  N.A.,  Columbus,  Georgia,  and 
First  Columbus  Community  Bank  and  Trust  Company, 
Columbus,  Georgia 

Merger .  85 

Idaho 

July  15,  1994 

First  Security  Bank  of  Idaho,  N.A.,  Boise,  Idaho,  and 

American  Bank  of  Commerce,  Boise,  Idaho 

Merger .  85 

Kansas 

June  30,  1994 

Bank  IV  Kansas,  N.A.,  Wichita,  Kansas,  and 

First  National  Bank  and  Trust  in  Dodge  City,  Dodge  City, 

Kansas 

Merger .  85 

August  1 ,  1994 

Farmers  National  Bank,  Phillipsburg,  Kansas,  and 

The  First  National  Bank  of  Kensington,  Kensington,  Kansas 

Merger .  86 

Louisiana 

July  1,  1994 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
Bastrop  National  Bank,  Bastrop,  Louisiana 

Merger .  86 

August  25,  1994 

Premier  Bank,  N.A.,  Baton  Rouge,  Louisiana,  and 

Red  River  Valley  Bank,  Bossier  City,  Louisiana 

Merger .  86 


Massachusetts 

August  19,  1994 

The  First  National  Bank  of  Boston,  Boston,  Massachusetts,  and 
Pioneer  Financial,  Malden,  Massachusetts 

Merger . 

September  30,  1994 

Shawmut  Bank,  N.A.,  Boston,  Massachusetts,  and 
West  Newton  Savings  Bank,  West  Newton,  Massachusetts 

^  Oj 

Merger .  ° 

September  30,  1994 

Shawmut  Bank,  N.A.,  Boston,  Massachusetts,  and 
Cohasset  Savings  Bank,  Cohasset,  Massachusetts 
Merger .  ® 


Missouri 

August  1 1,  1994 

Bank  Midwest,  N.A.,  Maryville,  Missouri,  and 

Truman  National  Bank  and  Trust  Company,  Grandview, 

Missouri 

Merger . 


Nebraska 

August  1 ,  1994 

First  National  Bank,  North  Platte,  Nebraska,  and 

Alliance  National  Bank  and  Trust  Company,  Alliance,  Nebraska 

Merger .  87 

New  Jersey 

June  29,  1994 

Sun  National  Bank,  Medford,  New  Jersey,  and 

The  First  National  Bank  of  Tuckahoe,  Tuckahoe,  New  Jersey 


Merger .  88 

July  29,  1994 

Sun  National  Bank,  Meford,  New  Jersey,  and 

Southern  Ocean  State  Bank,  Tuckerton,  New  Jersey 

Merger .  88 


North  Dakota 

September  9,  1994 

First  Bank  of  North  Dakota,  N.A.,  Fargo,  North  Dakota,  and 

United  Bank  of  Bismarck,  Bismarck,  North  Dakota 

Merger .  88 

Oklahoma 

June  30,  1994 

Bank  IV  Oklahoma,  N.A.,  Tulsa,  Oklahoma,  and 

Metro  Bank  of  Broken  Arrow,  Broken  Arrow,  Oklahoma 

Merger .  89 

Pennsylvania 

June  17,  1994 

PNC  Bank,  N.A.,  Pittsburgh,  Pennsylvania,  and 
First  Eastern  Bank,  N.A.,  Wilkes-Barre,  Pennsylvania 

Merger .  89 

July  1,  1994 

Portage  National  Bank,  Portage,  Pennsylvania,  and 

First  National  Bank  at  Gallitzin,  Gallitzin,  Pennsylvania 

Merger .  91 

South  Carolina 

August  1 ,  1994 

Marion  National  Bank,  Marion,  South  Carolina,  and 

The  Davis  National  Bank  of  Mullins,  Mullins,  South  Carolina 

Merger .  91 

Texas 

September  19,  1994 

American  National  Bank  of  Terrell,  Terrell,  Texas,  and 
First  National  Bank  of  Allen,  Allen,  Texas 

Merger .  92 

Virginia 

August  18,  1994 

Jefferson  National  Bank,  Charlottesville,  Virginia,  and 
Bank  of  Loudon,  Leesburg,  Virginia 

Merger .  92 
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Mergers  consummated  involving  nonaffiliated  national  banks  and  savings  and  loan  associations 

Page 


Arizona 

May  13,  1994 

Bank  One  Arizona,  N.A.,  Phoenix,  Arizona,  and 

Great  American  Federal  Savings  Association,  San  Diego, 

Arizona 

Merger .  92 

Massachusetts 

May  28,  1994 

The  First  National  Bank  of  Boston,  Boston,  Massachusetts,  and 
Worcester  County  Institution  for  Savings,  Worcester, 
Massachusetts 

Merger .  92 


Ohio 

September  16,  1994 

Society  National  Bank,  Cleveland,  Ohio,  and 

State  Home  Savings  Bank,  F.S.B.,  Bowling  Green,  Ohio 

Merger .  92 


Mergers  consummated  involving  two  or  more  affiliated  operating  national  banks 
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Florida 

July  1,  1994 

Society  National  Trust  Company,  Naples,  Florida,  and 

Key  Trust  Company  of  Florida,  N.A.,  Orlando,  Florida 

Merger .  94 

Georgia 

July  1,  1994 

Trust  Company  Bank  of  South  Georgia,  N.A.,  Albany,  Georgia, 
and 

Trust  Company  Bank  of  Coffee  County,  Douglas,  Georgia 


Merger .  94 

July  22,  1994 

Bank  South,  N.A.,  Atlanta,  Georgia,  and 
The  Citizens  Bank,  Gainesville,  Georgia 

Merger .  94 


Illinois 

June  1 , 1994 

Uptown  National  Bank  of  Moline,  Moline,  Illinois,  and 
First  Bank  and  Trust  Company,  Cairo,  Illinois 

Merger .  94 

July  1,  1994 

First  National  Bank  in  Shawneetown,  Shawneetown,  Illinois,  and 
First  National  Bank  in  Golconda,  Golconda,  Illinois,  and 
First  National  Bank  in  Elizabethtown,  Elizabethtown,  Illinois 

Merger .  94 

July  9,  1994 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois,  and 
Lake  Shore  National  Bank,  Chicago,  Illinois,  and 
Bank  of  Hinsdale,  Hinsdale,  Illinois 

Merger .  95 

Indiana 

August  30,  1994 

The  Citizens  National  Bank  of  Evansville,  Evansville,  Indiana, 
and 

First  Bank  and  Trust  Company  of  Oakland  City,  Oakland  City, 
Indiana 

Merger . .  95 

Kansas 

July  1,  1994 

UMB  National  Bank  of  America  at  Salma,  Salina,  Kansas,  and 

UMB  Russell  State  Bank,  Russell,  Kansas,  and 

UMB  Security  State  Bank,  Great  Bend,  Kansas,  and 

UMB  Citizens  Bank  and  Trust  Company,  Manhattan,  Kansas,  and 

UMB  First  Bank  and  Trust,  N  A  ,  Concordia,  Kansas,  and 

UMB  Farmers  National  Bank,  Abilene,  Kansas 

Merger  .  95 
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September  26,  1994 

First  United  National  Bank  and  Trust  Company,  and 
The  Home  State  Bank,  Kinsley,  Kansas 

Merger .  95 

September  26,  1994 

First  American  Bank,  N.A.,  Lenexa,  Kansas,  and 

The  Home  State  Bank  of  Kansas  City,  Kansas  City,  Kansas,  and 

The  Wyandotte  Bank,  Kansas  City,  Kansas,  and 

The  Edwardsville  Bank,  Edwardsville,  Kansas 

Merger .  95 

Louisiana 

July  1,  1994 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
First  Commercial  Bank,  Franklin,  Louisiana 

Merger .  96 

August  1 ,  1994 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
First  National  Bank  of  West  Monroe,  West  Monroe,  Louisiana, 


and 

Southern  National  Bank  at  Tallulah,  Tallulah,  Louisiana 

Merger .  96 

August  1 ,  1994 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
First  National  Bank  of  Jefferson  Parish,  Gretna,  Louisiana 
Merger .  96 


Massachusetts 

June  10,  1994 

The  First  National  Bank  of  Boston,  Boston,  Massachusetts,  and 
Mechanics  Bank,  Worcester,  Massachusetts,  and 
Multibank  West,  Pittsfield,  Massachusetts 


Merger .  96 

August  15,  1994 

Fleet  Bank  of  Massachusetts,  N.A.,  and 
Sterling  Bank,  Waltham,  Massachuetts 

Merger .  96 


Minnesota 

July  8,  1994 

Norwest  Bank  Minnesota  West,  N.A.,  Moorhead,  Minnesota, 


and 

First  National  Bank  of  Detroit  Lakes,  Detroit  Lakes 

Merger .  96 

August  22,  1994 

The  First  National  Bank  of  Elmore,  Elmore,  Minnesota,  and 

Farmers  State  Bank  of  Delavan,  Delavan,  Minnesota 

Merger .  97 


82 


Page 


Page 


September  10,  1994 

First  National  Bank,  Fulda,  Minnesota,  and 

First  National  Bank,  Hastings,  Minnesota 

Merger .  97 

Missouri 

July  25,  1994 

The  Boone  County  National  Bank  of  Columbia,  Columbia, 
Missouri,  and 

South  County  Bank,  Ashland,  Missouri 

Merger .  97 

August  16,  1994 

Mercantile  Bank  of  St.  Louis,  N.A.,  St.  Louis,  Missouri,  and 
United  Postal  Savings  Association,  St.  Louis,  Missouri 

Merger .  97 

September  1,  1994 

Commerce  Bank  of  Kansas  City,  N.A.,  Kansas  City,  Missouri, 
and 

Commercial  Bank  of  Liberty,  N.A.,  Liberty,  Missouri 

Merger .  97 

New  Jersey 

Midatlantic  National  Bank,  Newark,  New  Jersey,  and 

Continental  Bank,  Norristown,  New  Jersey 

Merger .  97 


Ohio 

September  30,  1994 
National  City  Bank,  Cleveland,  Ohio,  and 
National  City  Bank,  Norwalk,  Ohio,  and 
The  Third  National  Bank  of  Sandusky,  Sandusky,  Ohio 
Merger . .  98 

Oklahoma 

September  24,  1994 

State  Bank  and  Trust,  N.A.,  Tulsa,  Oklahoma,  and 
Westar  Bank,  Tulsa,  Oklahoma 

Merger .  98 

Tennessee 

September  1,  1994 

Union  Planters  Bank  of  Middle  Tennessee,  N.A.,  Nashville, 
Tennessee,  and 

First  Citizens  Bank,  Franklin,  Tennessee 

Merger .  98 

Texas 

June  15,  1994 

First  Interstate  Bank  of  Texas,  N.A.,  Houston,  Texas,  and 
First  Interstate  Trust  Company  of  Texas,  Houston,  Texas 

QQ 

Merger .  30 

August  8,  1994 

First  National  Bank  of  Grapevine,  Grapevine,  Texas,  and 
Bedford  National  Bank,  Bedford,  Texas 

Merger .  98 


West  Virginia 

June  24,  1994 

Huntington  Bank  Charleston,  N.A.,  Charleston,  West  Virginia, 
and 

Huntington  Bank  Huntington,  N.A.,  Huntington,  West  Virginia 

Merger .  98 

August  19,  1994 

Huntington  National  Bank  West  Virginia,  Morgantown,  West 
Virginia,  and 

Huntington  Bank  Charleston,  N.A.,  Charleston,  West  Virginia 

Merger .  99 

September  30,  1994 

Bank  One,  West  Virginia,  Huntington,  N.A.,  Huntington.  West 
Virginia,  and 

Bank  One,  West  Virginia,  Beckley,  N.A.,  Beckley,  West  Virginia, 
and 

Bank  One,  West  Virginia,  Boone,  N.A.,  Madison,  West  Virginia, 
and 

Bank  One,  West  Virginia,  Buckhannon,  N.A.,  Buckhannon, 

West  Virginia,  and 

Bank  One,  West  Virginia,  Charles  Town,  Charles  Town,  West 
Virginia,  and 

Bank  One,  West  Virginia,  Charleston,  N.A.,  Charleston,  West 
Virginia,  and 

Bank  One,  West  Virginia,  Clarksburg,  N.A.,  Clarksburg,  West 
Virginia,  and 

Bank  One,  West  Virginia,  Lincoln,  N.A.,  Hamlin,  West  Virginia, 
and 

Bank  One,  West  Virginia,  Logan,  N.A.,  Logan,  West  Virginia, 
and 

Bank  One,  West  Virginia,  Nicholas  County,  Summersville,  West 
Virginia,  and 

Bank  One,  West  Virginia,  Philippi,  N.A.,  Philippi,  West  Virginia, 
and 

Bank  One,  West  Virginia,  St.  Albans,  N.A.,  St.  Albans,  West 
Virginia,  and 

Bank  One,  West  Virginia,  Wayne  County,  Wayne,  West  Virginia, 
and 

Bank  One,  West  Virginia,  Williamson,  N.A.,  Williamson.  West 
Virginia 

Merger .  99 

Wisconsin 

July  15,  1994 

Firstar  Bank  Milwaukee,  N.A.,  Milwaukee,  Wisconsin,  and 

Firstar  Bank  Racine,  Racine,  Wisconsin 

Merger .  99 

August  26,  1994 

Norwest  Bank  Wisconsin,  N.A.,  Milwaukee,  Wisconsin,  and 

Norwest  Bank  Wisconsin  Waupun,  N.A.,  Waupun,  Wisconsin 

Merger .  99 


83 


Mergers  consummated  between  affiliated  national  banks  and  savings  and  loan  associations 

Page  Page 


Florida 

August  1,  1994 

First  Union  National  Bank  of  Florida,  Jacksonville,  Florida,  and 
BancFlorida,  F.S.B.,  Naples,  Florida 

Merger .  100 

Illinois 

May  1,  1994 

First  of  America  Bank-Metro  Southwest,  N.A.,  Kankakee, 

Illinois,  and 

La  Grange  Federal  Savings  and  Loan  Association,  La  Grange, 
Illinois 

Merger .  100 


New  York 

August  19,  1994 

First  Fidelity  Bank,  New  York,  N.A.,  Riverdale,  New  York,  and 
Mid-Hudson  Savings  Bank,  F.S.B.,  Fishkill,  New  York 
Merger .  ioo 

Wisconsin 

September  1,  1994 

M&l  Mid-State  Bank,  N.A.,  Stevens  Point,  Wisconsin,  and 

Valley  Bank  Western,  F.S.B.,  Sparta,  Wisconsin 

Merger .  100 
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Most  transactions  in  this  section  do  not  have  accompanying  decisions.  In  those  cases,  the  OCC  reviewed  the 
competitive  effects  of  the  proposals  by  using  its  standard  procedures  for  determining  whether  the  transaction  has 
minimal  or  no  adverse  competitive  effects.  The  OCC  found  the  proposals  satisfied  its  criteria  for  transactions  that 
clearly  had  no  or  minimal  adverse  competitive  effects.  In  addition,  the  Attorney  General  either  filed  no  report  on 
the  proposed  transaction  or  found  that  the  proposal  would  not  have  a  significantly  adverse  effect  on  competition. 


Nonaffiliated  Mergers* 

METRO  COMMERCE  BANK,  NATIONAL  ASSOCIATION, 

San  Rafael,  California,  and  Bank  of  Hayward,  Hayward,  California 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Metro  Commerce  Bank,  National  Association,  San  Rafael,  California  (21982)  with 
and  Bank  of  Hayward,  Hayward,  California,  with . 

merged  July  29,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$64,175,000 

18,838,000 

83,300,000 

*  *  it 

SAN  JOSE  NATIONAL  BANK, 

San  Jose,  California,  and  California  Business  Bank,  National  Association,  San  Jose,  California 

Names  of  institutions  and  type  of  transaction 

Total  assets 

San  Jose  National  Bank,  San  Jose,  California  (17315),  with . 

and  California  Business  Bank,  National  Association,  San  Jose,  California  (17382),  with . 

merged  September  30,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$130,841,000 

67,797,000 

199,212,000 

SOUTHTRUST  BANK  OF  COLUMBUS,  NATIONAL  ASSOCIATION, 

Columbus,  Georgia,  and  First  Columbus  Community  Bank  and  Trust  Company,  Columbus,  Georgia 


Names  of  institutions  and  type  of  transaction 

Total  assets 

SouthTrust  Bank  of  Columbus,  National  Association,  Columbus,  Georgia  (21473),  with . 

and  First  Columbus  Community  Bank  and  Trust  Company,  Columbus,  Georgia,  with . 

merged  July  28,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

_  $70,332,000 

_  57,035,000 

 127,367,000 

★  *  ★ 

FIRST  SECURITY  BANK  OF  IDAHO,  NATIONAL  ASSOCIATION, 

Boise,  Idaho,  and  American  Bank  of  Commerce,  Boise,  Idaho 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  Security  Bank  of  Idaho,  Boise,  Idaho  (14444),  with  . 

and  American  Bank  of  Commerce,  Boise,  Idaho,  with . 

merged  July  15,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

_  $3,330,126,000 

.  .  .  70,292,000 

 3,393.529,000 

BANK  IV  KANSAS,  NATIONAL  ASSOCIATION, 

Wichita  Kansas,  and  First  National  Bank  and  Trust  in  Dodge  City,  Dodge  City,  Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  IV  Kansas,  Wichita,  Kansas  (12490), with . . .  . 

and  First  National  Bank  and  Trust  in  Dodge  City,  Dodge  City,  Kansas  (7285),  with . 

merged  June  30,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$5,106,079,000 

104,790.000 

5,211,359.000 


Nonaffiliated  mergers  include  the  merger,  consolidation,  or  purchase  and  assumption  of  nonaffiliated  operating  banks  or  savings  and  loan 
associations,  where  the  resulting  bank  is  a  national  bank 


Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  merger  and  thus  may  not  sum  to  the  total  assets  given  for  the 
merged  bank 
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FARMERS  NATIONAL  BANK, 

Phillipsburg,  Kansas,  and  The  First  National  Bank  of  Kensington,  Kensington,  Kansas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Farmers  National  Bank,  Phillipsburg,  Kansas  (11933),  with .  $37,302,000 

and  The  First  National  Bank  of  Kensington,  Kensington,  Kansas  (7493),  with .  11 ,880,000 

merged  August  1,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  47,447,000 


HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  Bastrop  National  Bank,  Bastrop,  Louisiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with .  $4,567,998,000 

and  Bastrop  National  Bank,  Bastrop,  Louisiana  (14645),  with .  123,484,000 

merged  July  1 ,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4,691 ,482,000 


PREMIER  BANK,  NATIONAL  ASSOCIATION, 

Baton  Rouge,  Louisiana,  and  Red  River  Valley  Bank,  Bossier  City,  Louisiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


Premier  Bank,  National  Association,  Baton  Rouge,  Louisiana  (13655),  with .  $4,803,994,000 

and  Red  River  Valley  Bank,  Bossier  City,  Louisiana,  with .  144,943,000 

merged  August  25,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4,951  ^494^000 


THE  FIRST  NATIONAL  BANK  OF  BOSTON, 

Boston,  Massachusetts,  and  Pioneer  Financial,  Malden,  Massachusetts 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Boston,  Boston,  Massachusetts  (200),  with .  $29,551 ,668,000 

and  Pioneer  Financial,  Malden,  Massachusetts,  with .  773,097,000 

merged  August  19,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  30,296  J  74  JD00 


SHAWMUT  BANK,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  West  Newton  Savings  Bank,  West  Newton,  Massachusetts 


Names  of  institutions  and  type  of  transaction  Total  assets 


Shawmut  Bank,  National  Association,  Boston,  Massachusetts  (15509),  with .  $13,306,921,000 

and  West  Newton  Savings  Bank,  West  Newton,  Massachusetts,  with .  254,077,000 

merged  September  30,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 3,536,445,000 


COMPTROLLER’S  DECISION 

On  May  26,  1994,  application  was  made  to  the  Office 
of  the  Comptroller  of  the  Currency  (“OCC”)  for  prior 
authorization  to  merge  West  Newton  Savings  Bank, 
West  Newton,  Massachusetts  (hereinafter,  “West 
Newton”)  with  and  into  Shawmut  Bank,  National  Asso¬ 
ciation,  Boston,  Massachusetts  (hereinafter,  “Shaw¬ 
mut  ).  This  application  was  based  on  an  agreement 
and  plan  of  merger  entered  into  between  the  propo¬ 
nents  on  March  7,  1994  and  a  subsidiary  agreement 
and  plan  of  merger  entered  into  between  the  propo¬ 
nents  on  May  1 1 ,  1994 


As  of  December  31,1 993,  West  Newton,  a  state-char¬ 
tered  savings  bank,  had  total  deposits  of  $229  million 
and  operated  five  offices.  On  the  same  date,  Shaw¬ 
mut  had  total  deposits  of  $15.3  billion  and  operated 
142  offices.  Shawmut  is  wholly  owned  by  Shawmut 
National  Corporation,  a  multi-bank  holding  company. 

The  relevant  geographic  market  for  this  proposal  is 
Middlesex  County.  This  is  the  area  where  the  target 
operates  all  of  its  offices  and  where  competition  be¬ 
tween  the  banks  is  direct  and  immediate.  Shawmut 
ranks  second  in  market  deposits  with  a  market  share 
of  approximately  5  percent.  West  Newton  has  a  mar- 
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ket  share  of  approximately  1  percent.  Upon  consum¬ 
mation  of  this  transaction,  Shawmut  would  continue  to 
rank  second  with  a  market  share  of  approximately  6 
percent.  While  the  proposed  transaction  would  elimi¬ 
nate  some  direct  competition  in  the  relevant  geo¬ 
graphic  market,  any  adverse  competitive  effects 
would  be  mitigated  by  the  presence  of  numerous 
other  banking  alternatives,  including  several  large  re¬ 
gional  banking  companies.  Consequently,  consum¬ 
mation  of  this  proposal  would  not  have  a  significantly 
adverse  effect  on  competition. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
“  ...  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  West  Newton  and  Shawmut  do  not  raise 
concerns  that  would  cause  the  application  to  be  dis¬ 
approved.  The  future  prospects  of  the  proponents,  in¬ 
dividually  and  combined,  are  considered  favorable. 
The  resulting  bank  is  expected  to  meet  the  conven¬ 
ience  and  needs  of  the  communities  to  be  served. 
Shawmut  currently  offers  a  full  line  of  banking  ser¬ 


vices  and  there  will  be  no  changes  in  the  products  or 
services  offered  as  a  result  of  the  transaction.  Cus¬ 
tomers  of  West  Newton  will  benefit  from  Shawmut's 
statewide  banking  network  as  well  as  trust  services 
and  an  expanded  range  of  investment  services  and 
loan  products. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  has  revealed  no  evidence  that 
the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  is  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  [12  U.S.C.  1828(c)]  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal 
are  satisfactory.  Accordingly,  the  application  is  ap¬ 
proved,  subject  to  the  conditions  noted  in  a  separate 
communication  to  Shawmut. 


SHAWMUT  BANK,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  Cohasset  Savings  Bank,  Cohasset,  Massachusetts 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Shawmut  Bank,  National  Association,  Boston,  Massachusetts  (15509),  with . 

and  Cohasset  Savings  Bank,  Cohasset,  Massachusetts,  with . 

merged  September  30,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  $13,536,445,000 

.  78,188,000 

.  13,614,633,000 

BANK  MIDWEST,  NATIONAL  ASSOCIATION, 

Maryville,  Missouri,  and  Truman  National  Bank  and  Trust  Company,  Grandview,  Missouri 

Names  of  institutions  and  type  of  transaction 

Bank  Midwest,  National  Association,  Maryville,  Missouri  (21815),  with . . . 

and  Truman  National  Bank  and  Trust  Company,  Grandview,  Missouri  (22757),  with . 

merged  August  1 1 ,  1994,  under  charter  22757  and  title  “Bank  Midwest,  National  Association.” 

The  merged  bank  at  date  of  merger  had  . 


Total  assets 

$633,384,000 

50.497.000 

684.894,000 


FIRST  NATIONAL  BANK, 

North  Platte  Nebraska,  and  Alliance  National  Bank  and  Trust  Company,  Alliance,  Nebraska 

Names  of  institutions  and  type  of  transaction 

Total  assets 

. . .  ,  ^nuu.  vA/ith  .  $335,494,000 

hirst  National  oanK,  Norm  riant;,  iNeuiaorva  . 

and  Alliance  National  Bank  and  Trust  Company,  Alliance,  Nebraska  (5657),  with . 

merged  August  1  1 994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

48,783,000 
383,731 .000 
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SUN  NATIONAL  BANK, 

Medford,  New  Jersey,  and  The  First  National  Bank  of  Tuckahoe,  Tuckahoe,  New  Jersey 


Names  of  institutions  and  type  of  transaction  Total  assets 


Sun  National  Bank,  Medford,  New  Jersey  (18606),  with .  $1 10,252,000 

and  The  First  National  Bank  of  Tuckahoe,  Tuckahoe,  New  Jersey  (14189),  with .  51J41000 

merged  June  29,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  157i348!ooo 


SUN  NATIONAL  BANK, 

Medford,  New  Jersey,  and  Southern  Ocean  State  Bank,  Tuckerton,  New  Jersey 


Names  of  institutions  and  type  of  transaction  Total  assets 


Sun  National  Bank,  Medford,  New  Jersey  (18606),  with .  $112,016  000 

and  Southern  Ocean  State  Bank,  Tuckerton,  New  Jersey,  with .  69000^000 

merged  July  29,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 81 ,740,000 


FIRST  BANK  OF  NORTH  DAKOTA,  NATIONAL  ASSOCIATION, 

Fargo,  North  Dakota,  and  United  Bank  of  Bismarck,  Bismarck,  North  Dakota 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Bank  of  North  Dakota,  National  Association,  Fargo,  North  Dakota  (13323),  with .  $813,919,000 

and  United  Bank  of  Bismarck,  Bismarck,  North  Dakota,  with .  127^374'000 

merged  September  9,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  941 ,21 7,000 


★  ★  ★ 


COMPTROLLER’S  DECISION 

On  February  9,  1994,  application  was  made  to  the  Of¬ 
fice  of  the  Comptroller  of  the  Currency  for  prior 
authorization  to  merge  United  Bank  of  Bismarck,  Bis¬ 
marck,  North  Dakota  58501  (Bismarck)  into  First  Bank 
of  North  Dakota,  National  Association,  Fargo,  North 
Dakota  58102  (First  Bank)  under  the  charter  and  the 
title  of  First  Bank.  This  application  was  based  on  an 
agreement  entered  into  between  the  proponents  on 
December  23,  1993  and  amended  June  29,  1994. 

As  of  December  31,  1993,  United,  a  state  nonmem¬ 
ber  bank,  had  total  deposits  of  $108  million  and  oper¬ 
ated  four  offices.  On  the  same  date,  First  Bank  had 
total  deposits  of  $814  million  and  operated  1 1  offices. 
First  Bank  is  100  percent  owned  and  controlled  by 
First  Bank  System,  Inc.,  a  multi-bank  holding  com¬ 
pany. 

The  relevant  geographic  market  for  this  proposal  is 
the  area  including  and  immediately  surrounding  the 
community  of  Bismarck.  This  is  the  area  where  United 
operates  and  derives  the  bulk  of  its  deposits.  Within 
this  market,  nine  commercial  banks  and  two  thrifts 
compete  for  approximately  $1  billion  in  deposits.  First 
Bank  is  the  second  largest  depository  institution  with 
approximately  15  percent  of  the  deposits.  United 
ranks  fourth  with  approximately  8  percent  of  the  de¬ 
posits  Consummation  of  this  proposal  would  result  in 
First  Bank  increasing  its  market  share  to  approxi¬ 


mately  23  percent,  while  remaining  the  second  larg¬ 
est  depository  institution.  While  the  proposed  transac¬ 
tion  would  eliminate  some  direct  competition  in  the 
relevant  geographic  market,  any  adverse  competitive 
effects  would  be  mitigated  by  the  presence  of  a  num¬ 
ber  of  other  banking  alternatives,  including  a  subsidi¬ 
ary  of  a  large  regional  banking  company.  Therefore, 
consummation  of  this  proposal  would  not  have  a  sig¬ 
nificantly  adverse  effect  on  competition  in  the  relevant 
geographic  market. 

The  target  bank  also  operates  a  branch  in  the  commu¬ 
nity  of  Beulah;  however,  First  Bank  does  not  actively 
compete  in  this  market.  Therefore,  consummation  of 
this  transaction  would  result  in  the  replacement  of  one 
competitor  by  another  in  this  market. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
"...  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  First  Bank  and  United  do  not  raise  con¬ 
cerns  that  would  cause  the  application  to  be  disap¬ 
proved.  The  future  prospects  of  the  proponents, 
individually  and  combined,  are  considered  favorable. 
The  resulting  bank  will  operate  all  existing  and  ac¬ 
quired  branches,  and  will  consolidate  the  former 
head  office  of  United  into  First  Bank’s  branch  office  in 
Bismarck.  These  offices  are  approximately  four 
blocks  apart  and  should  not  inconvenience  any  cus- 
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tomers.  The  resulting  bank  wishes  to  sell  the  Beulah 
branch  after  merger.  Potential  buyers  of  the  Beulah 
branch  have  indicated  to  the  applicant  it  would  re¬ 
main  open  and  operate  as  a  branch  of  the  buyer. 
Beulah  will  therefore  continue  to  have  this  office  to 
serve  the  needs  of  that  community.  Therefore,  the  re¬ 
sulting  bank  is  expected  to  meet  the  convenience 
and  needs  of  the  communities  to  be  served. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  has  revealed  no  evidence  that 


the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  moder¬ 
ate-income  neighborhoods,  is  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  U.S.C.  1828(c))  and  find  that  it  will  not 
lessen  significantly  competition  in  any  relevant  mar¬ 
ket.  Other  factors  considered  in  evaluating  this  pro¬ 
posal  are  satisfactory.  Accordingly,  the  application  is 
approved. 

★  ★  ★ 


BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Metro  Bank  of  Broken  Arrow,  Broken  Arrow,  Oklahoma 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (18308),  with .  $2,413,895,000 

and  Metro  Bank  of  Broken  Arrow,  Broken  Arrow,  Oklahoma,  with .  44,028,000 

merged  June  30,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,458,774,000 


PNC  BANK,  NATIONAL  ASSOCIATION, 

Pittsburgh,  Pennsylvania,  and  First  Eastern  Bank,  National  Association,  Wilkes-Barre,  Pennsylvania 


Names  of  institutions  and  type  of  transaction  Total  assets 


PNC  Bank,  National  Association,  Pittsburgh,  Pennsylvania  (252),  with .  $36,244,485,000 

and  First  Eastern  Bank,  National  Association,  Wilkes-Barre,  Pennsylvania  (30),  with .  2,061 ,393,000 

merged  June  17,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  38,305,878,000 


COMPTROLLER’S  DECISION 

On  November  10,  1993,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  for  prior 
authorization  to  merge  First  Eastern  Bank,  National 
Association,  Wilkes-Barre,  Pennsylvania  (hereinafter 
“First  Eastern”)  with  and  into  PNC  Bank,  National  As¬ 
sociation,  Pittsburgh,  Pennsylvania  (hereinafter  “PNC 
Bank”),  under  the  charter  and  title  of  the  latter.  The 
application  is  based  on  an  agreement  entered  into 
between  PNC  Bank  Corp.  and  First  Eastern  Corpora¬ 
tion  on  July  26,  1993,  and  a  supplemental  merger 
agreement  entered  into  between  the  merging  banks. 

As  of  December  31,  1993,  First  Eastern,  a  national 
bank,  had  total  deposits  of  $1.8  billion  and  operated 
51  offices.  On  the  same  date,  PNC  Bank  had  total  de¬ 
posits  of  $21.0  billion  and  operated  365  offices.  The 
acquiring  bank  is  wholly  owned  by  PNC  Bank  Corp., 
a  multi-state  bank  holding  company. 

There  are  three  relevant  geographic  markets  for  this 
proposal.  Each  relevant  geographic  market  consists 
of  an  area  surrounding  one  or  more  of  49  of  the  First 


Eastern  branches  to  be  acquired  in  these  markets. 
These  are  the  areas  where  the  effect  of  this  transac¬ 
tion  on  competition  will  be  direct  and  immediate.  The 
three  relevant  geographic  markets  are  identified  be¬ 
low,  with  basic  market  structure  data  listed  for  each. 
First  Eastern  also  operates  one  branch  in  Pike  County 
and  another  in  Susquehanna  County;  however,  PNC 
Bank  does  not  compete  in  these  markets.  Therefore 
consummation  of  this  proposal  will  merely  result  in  the 
replacement  of  one  competitor  for  another  in  these 
two  markets. 

Scranton/Wilkes-Barre  Market.  Within  this  market,  27 
commercial  banks  and  five  thrift  institutions  compete 
for  approximately  $9.5  billion  in  deposits.  PNC  Bank 
is  the  second  largest  depository  institution  with  ap¬ 
proximately  14  percent  of  the  market's  total  deposits. 
First  Eastern  ranks  first  with  approximately  21  percent 
of  the  deposits.  Upon  consummation  of  this  transac¬ 
tion,  PNC  Bank  would  become  the  largest  depository 
institution  in  the  market  with  approximately  35  percent 
of  the  market’s  deposits.  While  the  proposed  transac¬ 
tion  would  eliminate  some  direct  competition  in  the 
relevant  geographic  market,  any  significant  adverse 
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competitive  effects  would  be  mitigated  by  the  pres¬ 
ence  of  numerous  other  banking  alternatives.1 

Allentown/Bethlehem/Easton  Market.  Within  this  mar¬ 
ket,  40  commercial  banks  and  eight  thrift  institutions 
compete  for  approximately  $8.7  billion  in  deposits. 
PNC  Bank  is  the  sixth  largest  depository  institution 
with  approximately  5  percent  of  the  market’s  total  de¬ 
posits.  First  Eastern  ranks  thirteenth  with  approximately 
1  percent  of  the  deposits.  Upon  consummation  of  this 
transaction,  PNC  Bank  would  become  the  fourth  larg¬ 
est  depository  institution  in  the  market  with  approxi¬ 
mately  6  percent  of  the  market’s  deposits.  While  the 
proposed  transaction  would  eliminate  some  direct 
competition  in  the  relevant  geographic  market,  any 
significant  adverse  competitive  effects  would  be  miti¬ 
gated  by  the  presence  of  numerous  other  banking  al¬ 
ternatives. 

Wayne  County  Market.  Within  this  market,  12  com¬ 
mercial  banks  and  one  thrift  institution  compete  for 
approximately  $625  million  in  deposits.  PNC  Bank  is 
the  eighth  largest  depository  institution  with  approxi¬ 
mately  4  percent  of  the  market’s  total  deposits.  Upon 
consummation  of  this  transaction,  PNC  Bank  would 
become  the  fourth  largest  depository  institution  in  the 
market  with  approximately  10  percent  of  the  market’s 
deposits.  While  the  proposed  transaction  would  elimi¬ 
nate  some  direct  competition  in  the  relevant  geo¬ 
graphic  market,  any  significant  adverse  competitive 
effects  would  be  mitigated  by  the  presence  of  a  num¬ 
ber  of  other  banking  alternatives,  including  subsidiar¬ 
ies  of  two  of  the  largest  regional  banking  companies 
in  the  country. 

Accordingly,  consummation  of  this  proposal  would 
not  have  a  significantly  adverse  effect  on  competition 
in  any  geographic  market. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
“...  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  First  Eastern  and  PNC  Bank  do  not  raise 
concerns  that  would  cause  the  application  to  be  dis¬ 
approved.  The  future  prospects  of  the  combined  en¬ 
tity  are  considered  favorable  and  the  convenience 
and  needs  of  the  communities  served  should  be  en¬ 
hanced  by  this  transaction. 

The  resulting  bank  will  offer  a  broader  range  of  prod¬ 
ucts  and  financial  services  specifically  geared  to 
small-  and  medium-sized  companies,  including  in¬ 
creased  emphasis  on  SBA  lending,  as  well  as  a  vari¬ 
ety  of  cash  management,  lockbox  and  forecasting 


services  which  are  not  currently  available  to  custom¬ 
ers  of  the  target  bank.  Similarly,  the  retail  banking 
customers  will  benefit  from  a  larger  number  of  bank¬ 
ing  locations,  a  broader  array  of  trust  and  investment 
advisory  services  and  access  to  mutual  funds.  In¬ 
itially,  the  merger  will  result  in  the  consolidation  of  six 
offices;  however,  customers  will  continue  to  be  con¬ 
veniently  served  by  other  nearby  offices. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  has  revealed  no  evidence  that 
the  applicants’  record  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low-  and  mod¬ 
erate-income  neighborhoods,  is  less  than  satisfac¬ 
tory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  (12  U.S.C.  1828(c))  and  considered  the 
competitive  factor  reports  submitted  by  the  other 
agencies.  The  Department  of  Justice  (DOJ)  con¬ 
cluded  that,  subject  to  the  committed  divestitures,  the 
transaction  will  not  be  significantly  adverse  to  compe¬ 
tition.  Other  factors  considered  in  the  evaluation  are 
satisfactory. 

We  find  that  the  merger  is  lawful  under  the  Bank 
Merger  Act.  PNC  Bank’s  voluntary  divestiture  plan 
was  not  a  factor  in  this  decision.  Plowever,  to  expedite 
consummation  by  avoiding  a  lengthy  consent  decree 
process  we  conditioned  our  approval  on  the  commit¬ 
ted  branch  sales.  The  merger  may  not  be  consum¬ 
mated  until  PNC  Bank  has  executed  branch  sales 
contracts  with  purchasers  competitively  suitable  to 
the  DOJ.  Additionally,  if  divestitures  are  not  com¬ 
pleted  within  180  days  of  the  consummation  of  the 
merger,  responsibility  to  arrange  for  the  sale  of  the 
branches  will  be  assigned  to  an  independent  trustee. 
Accordingly,  the  application  is  approved  subject  to 
the  conditions  noted  in  a  separate  communication  to 
PNC  Bank. 

★  *  ★ 


The  figures  presented  do  not  reflect  PNC  Bank's  commitment  to 
divest  three  branches,  the  Brodheadsville  and  Mt.  Effort  branches 
in  Monroe  County  and  the  Laurel  Mall  Branch  in  Luzerne  County 
PNC  Bank  has  committed  to  sell  the  branches  to  purchasers  com¬ 
petitively  suitable  to  the  Department  of  Justice  OCC  does  not 
consider  the  divestitures  necessary  to  make  the  proposed  merger 
lawful  under  the  Bank  Merger  Act. 
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PORTAGE  NATIONAL  BANK, 

Portage,  Pennsylvania,  and  First  National  Bank  at  Gallitzin,  Gallitzin,  Pennsylvania 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Dnrtano  Matinnal  Rank  Pnrtanp  Ppnna\/l\/ania  M44Q0\  with  . 

$101,189,000 

anH  Circt  Matinnal  Rank  at  f^allit7in  (Sallit7in  Ppnn<svlvania  M  41  R11  with  . 

15,435,000 

merged  July  1 ,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

116,624,000 

MARION  NATIONAL  BANK, 

Marion,  South  Carolina,  and  The  Davis  National  Bank  of  Mullins,  Mullins,  South  Carolina 


Names  of  institutions  and  type  of  transaction 

Total  assets 

- KUiinn',1  DariLr  Marinn  Cm  ith  f'arnlina  with  .  $58,601,000 

IVICMIUII  INCUlwl  iai  uai  i r\,  ivicaiiv/ii,  wwuui  . . 

TUy-v  r\n*#in  Khtinnol  Donlz  r\ f  Miillinc  Miillinc  Qm  ith  l^.amlina  with  . 

56,291,000 

ana  1  n©  Ua VIS  INallOricU  Dai  1  lx  Ul  IVI  Ullll  lo,  IVI U III l  lo,  ouuu  i  vai  uiina  yi  i ) ,  vviu  . 

merged  August  1 ,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

120,928,000 

COMPTROLLER’S  DECISION 

On  January  26,  1994,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  for  prior 
authorization  to  merge  Davis  National  Bank,  Mullins, 
South  Carolina  (hereinafter,  “DNB”)  with  and  into 
Marion  National  Bank,  Marion,  South  Carolina  (herein¬ 
after,  “MNB”),  by  MNB.  This  application  was  based 
on  an  agreement  finalized  between  the  proponents 
on  November  2,  1993. 

As  of  December  31,  1993,  the  five  offices  of  DNB  had 
total  deposits  of  $49  million.  On  the  same  date,  MNB 
had  total  deposits  of  $47  million  and  operated  two  of¬ 
fices.  MNB  is  100  percent  owned  and  controlled  by 
Marion  National  Corporation,  Marion,  South  Carolina, 
a  one-bank  holding  company. 

The  relevant  geographic  market  for  this  proposal  is 
Marion  County.  This  is  the  area  where  both  banks 
compete  and  where  DNB,  the  target  bank,  derives 
the  bulk  of  its  deposits.  DNB  also  operates  one 
branch  in  Florence  County  and  another  in  Horry 
County;  however,  MNB  does  not  compete  in  these 
markets.  Therefore  consummation  of  this  proposal  will 
merely  result  in  the  replacement  of  one  competitor  by 
another  in  these  two  markets. 

Within  Marion  County,  six  commercial  banks  and  two 
thrift  institutions  compete  for  approximately  $234  mil¬ 
lion  in  deposits.  Marion  is  the  largest  depository  insti¬ 
tution  with  approximately  21  percent  of  the  market  s 
total  deposits.  Davis  ranks  second  with  approximately 
17  percent  of  the  deposits.  Upon  consummation  of 
this  transaction,  Marion  would  remain  the  largest  de¬ 
pository  institution  in  the  market,  with  approximately 
38  percent  of  the  market’s  deposits.  While  the  pro¬ 
posed  transaction  would  eliminate  some  direct  com¬ 
petition  in  the  relevant  geographic  market,  any 
significant  adverse  competitive  effects  would  be  miti¬ 
gated  by  the  presence  of  a  number  of  other  banking 


alternatives,  including  a  subsidiary  of  one  of  the  larg¬ 
est  regional  banking  companies  in  the  country.  Ac¬ 
cordingly,  consummation  of  this  proposal  would  not 
have  a  significantly  adverse  effect  on  competition  in 
the  geographic  market. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
"...  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  convenience  and  needs  of  the  community  to  be 
served.”  We  find  that  the  financial  and  managerial  re¬ 
sources  of  MNB  and  DNB  do  not  raise  concerns  that 
would  cause  the  application  to  be  disapproved.  The 
future  prospects  of  the  proponents,  individually  and 
combined,  are  considered  favorable. 

No  branches  will  be  closed  as  a  result  of  this  transac¬ 
tion  and  there  are  no  anticipated  widespread  layoffs. 
MNB  products  are  similar  to  those  offered  by  DNB 
and  according  to  the  filing  there  will  be  no  changes  in 
the  delineated  community  served  by  DNB  (it  will  be 
added  to  MNB).  It  is  expected  that  the  resulting  bank 
will  be  a  stronger  presence  and  able  to  more  effec¬ 
tively  compete  and  serve  the  needs  of  the  commu¬ 
nity.  Accordingly,  it  is  concluded  that  the  resulting 
bank  will  meet  the  convenience  and  needs  of  the 
community  to  be  served. 

A  review  of  the  record  of  this  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  revealed  no  evidence  that  the 
applicants’  record  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  in¬ 
come  neighborhoods,  is  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  U.S.C.  1828(c)  and  find  that  it  will  not 
significantly  lessen  competition  in  any  relevant  market 
Other  factors  considered  in  evaluating  this  proposal  are 
satisfactory.  Accordingly,  the  application  is  approved 
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AMERICAN  NATIONAL  BANK  OF  TERRELL, 

Terrell,  Texas,  and  First  National  Bank  of  Allen,  Allen,  Texas 

_ _ _ Names  of  institutions  and  type  of  transaction  Totai  assets 

American  National  Bank  of  Terrell,  Terrell,  Texas  (4990),  with .  ~  ~  ccino 

and  First  National  Bank  of  Allen,  Allen,  Texas  (17043),  with .  .  * 

merged  September  1 9,  1 994,  under  charter  1 7043  and  title  “American  National  Bank  of  Terrell  • .  44,579,000 

The  merged  bank  at  date  of  merger  had . 

-  y  .  349,678,000 


JEFFERSON  NATIONAL  BANK, 

Charlottesville,  Virginia,  and  Bank  of  Loudon,  Leesburg.  Virginia 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Jefferson  National  Bank,  Charlottesville,  Virginia  (6031)  with 
and  Bank  of  Loudon,  Leesburg,  Virginia,  with 

merged  August  18,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

*  ★  * 


Nonaffiliated  Mergers  (thrift) 

BANK  ONE  ARIZONA,  NATIONAL  ASSOCIATION, 

Phoenix,  Arizona,  and  Great  American  Federal  Savings  Association,  San  Diego,  Arizona 

_ _ _ Names  of  institutions  and  type  of  transaction 

Bank  One  Arizona,  National  Association,  Phoenix,  Arizona  (14324),  with 

and  Great  American  Federal  Savings  Association,  San  Diego,  Arizona,  with!  . 

merged  May  1 3  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 

$11,178,117,000 

1,557,747,000 

12,735,864,000 


THE  FIRST  NATIONAL  BANK  OF  BOSTON, 

Boston,  Massachusetts,  and  Worcester  County  Institution  for  Savings,  Worcester.  Massachusetts 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  First  National  Bank  of  Boston,  Boston,  Massachusetts  (200)  with 

<fc07  710  a  00  non 

and  Worcester  County  Institution  for  Savings,  Worcester,  Massachusetts  with 

merged  May  28,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

V*-  '  }»  1  4-  f  iwJ  jUUU 

1,455,536,000 

29,364,120,000 

★  ★  * 


SOCIETY  NATIONAL  BANK, 

Cleveland,  Ohio,  and  State  Home  Savings  Bank,  F.S.B.,  Bowling  Green,  Ohio 


, - - - -  wuvu.yo  uaim,  1  .U.D.,  DU  Will  ILJ  V3IWtJII,  WMIU 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Society  National  Bank,  Cleveland,  Ohio  (14761),  with .  sp?  rir  ono  nnn 

and  State  Home  Savings  Bank,  F.S.B.,  Bowling  Green,  Ohio,  with .  .  *  ~ 

merged  September  16,  1994,  under  title  and  charter  of  the  former.  The  merged  bank  at  date  of  mergpr  had 

.  22,61 8^203,000 

COMPTROLLER’S  DECISION 

On  May  26,  1994,  application  was  made  to  the  Office 
of  the  Comptroller  of  the  Currency  (“OCC")  for  prior 
authorization  to  merge  State  Home  Savings  Bank, 
F  S  B.,  Bowling  Green,  Ohio  (“State  Home”)  with  and 
into  Society  National  Bank,  Cleveland,  Ohio  (“SNB”). 
The  application  is  based  on  an  Agreement  and  Plan 
of  Merger  entered  into  as  of  May  5,  1994,  by  and 
among  SNB,  Society  Interim  Bank,  FSB  (“SIB"),  and 


State  Home.  SIB  is  a  to-be-formed  federally  chartered 
interim  stock  savings  association  subsidiary  of  SNB. 

As  of  March  31,  1994,  State  Home,  an  independent  fed¬ 
erally  chartered,  SAIF  insured,  stock  savings  bank,  had 
total  deposits  of  $308  million  and  operated  14  offices. 
On  the  same  date,  SNB  had  total  deposits  of  $15.9  bil¬ 
lion  and  operated  317  offices.  SNB  is  a  wholly-owned 
subsidiary  of  KeyCorp,  a  multi-bank  holding  company 
with  headquarters  in  Cleveland,  Ohio. 
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There  are  three  relevant  geographic  markets  for  this 
proposal.  Each  relevant  geographic  market  consists  of 
an  area  surrounding  one  or  more  offices  of  State  Home. 
These  are  the  areas  where  the  effect  of  this  transaction 
on  competition  will  be  direct  and  immediate. 

Toledo  RMA.  Within  this  market,  17  commercial 
banks  and  seven  thrifts  compete  for  approximately  $6 
billion  in  deposits.  Society  is  the  largest  depository  in¬ 
stitution  with  approximately  21  percent  of  the  market’s 
total  deposits.  State  Home  ranks  eleventh  with  ap¬ 
proximately  1  percent  of  market  deposits.  Consum¬ 
mation  of  this  proposal  would  result  in  Society’s 
market  share  increasing  to  approximately  22  percent. 
While  the  proposed  transaction  would  eliminate  some 
direct  competition  in  the  relevant  geographic  market, 
any  adverse  competitive  effects  would  be  mitigated 
by  the  presence  of  a  number  of  other  banking  alter¬ 
natives  in  the  market,  including  a  number  of  large  re¬ 
gional  banking  companies. 

Bowling  Green  Banking  Market.  Within  this  market,  six 
commercial  banks  and  two  thrifts  compete  for  ap¬ 
proximately  $375  million  in  deposits.  Society  ranks 
sixth  with  approximately  4  percent  of  the  market’s  to¬ 
tal  deposits.  State  Home  ranks  third  with  approxi¬ 
mately  17  percent  of  the  deposits.  Consummation  of 
this  proposal  would  result  in  Society’s  market  share 
increasing  to  approximately  21  percent  and  its  rank 
increasing  to  third.  While  the  proposed  transaction 
would  eliminate  some  direct  competition  in  the  rele¬ 
vant  geographic  market,  any  adverse  competitive  ef¬ 
fects  would  be  mitigated  by  the  presence  of  other 
banking  alternatives,  including  a  number  of  large  re¬ 
gional  banking  companies. 

Fostoria  Banking  Market.  Within  this  market,  two  com¬ 
mercial  banks  and  one  thrift  compete  for  approxi¬ 
mately  $180  million  in  deposits.  Society  ranks  second 
with  approximately  29  percent  of  the  market  s  depos¬ 
its.  State  Home  is  the  largest  depository  institution 
with  approximately  43  percent  of  the  deposits.  Con¬ 
summation  of  this  proposal  would  result  in  Society  s 
market  share  increasing  to  approximately  72  percent. 
While  the  proposed  transaction  would  reduce  the 
number  of  competitors  in  the  relevant  geographic 
market  from  three  to  two,  both  are  large  regional 
banking  companies  which  actively  compete  over  a 
broad  area.  Any  adverse  competitive  effects  would 
be  further  mitigated  by  the  close  proximity  of  other 
banking  alternatives  in  adjacent  banking  markets. 
Ohio  branching  law  would  not  preclude  entry  by  other 
competitors. 


State  Home  also  operates  branches  in  the  communi¬ 
ties  of  Ottawa,  Glandorf,  Leipsic,  and  Columbia 
Grove  (all  in  Putnam  County);  however,  Society  does 
not  actively  compete  in  the  area  served  by  these 
branches.  Therefore,  consummation  of  this  transac¬ 
tion  would  result  in  the  replacement  of  one  competitor 
by  another  in  that  area. 

Accordingly,  consummation  of  this  transaction  would 
not  have  a  significantly  adverse  effect  on  competition 
in  any  market. 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
"...  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  State  Home  and  SNB  do  not  raise  con¬ 
cerns  that  would  cause  the  application  to  be  disap¬ 
proved.  The  future  prospects  of  the  proponents, 
individually  and  combined,  are  considered  favorable 
and  the  resulting  bank  is  expected  to  meet  the  needs 
and  convenience  of  the  communities  to  be  served. 
SNB  currently  offers  a  full  range  of  banking  products 
and  services,  and  there  will  be  no  reduction  in  these 
as  a  result  of  the  merger.  Customers  of  State  Home 
will  benefit  from  SNB’s  state-wide  banking  network  as 
well  as  trust  and  investment  management  services,  a 
24  hour  customer  service  line,  larger  lending  limits  for 
commercial  loans,  and  access  to  specialized  serv¬ 
ices  of  SNB’s  affiliates.  In  connection  with  the  merger, 
six  offices  that  are  located  in  very  close  proximity  to 
existing  offices  of  the  other  institution  will  be  consoli¬ 
dated  with  each  other.  Additionally,  subsequent  to  the 
merger,  three  branches,  all  in  markets  served  by 
other  SNB  offices,  are  expected  to  be  closed. 

A  review  of  the  record  of  the  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  has  revealed  no  evidence  that 
the  applicants’  record  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low-  and  moder¬ 
ate-income  neighborhoods,  is  less  than  satisfactory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  [12  U.S.C.  1828(c)]  and  find  that  it  will  not 
significantly  lessen  competition  in  any  relevant  mar¬ 
ket.  Other  factors  considered  in  evaluating  this  pro¬ 
posal  are  satisfactory.  Accordingly,  this  application  is 
approved. 
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Affiliated  Mergers* 


SOCIETY  NATIONAL  TRUST  COMPANY, 

Naples,  Florida,  and  Key  Trust  Company  of  Florida,  National  Association,  Orlando,  Florida 


Names  of  institutions  and  type  of  transaction 

Society  National  Trust  Company,  Naples,  Florida  (21914),  with . 

and  Key  Trust  Company  of  Florida,  National  Association,  Orlando,  Florida  (17787)  with 
merged  July  1 ,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$5,071 ,000 
554,000 
5,071,000 


TRUST  COMPANY  BANK  OF  SOUTH  GEORGIA,  NATIONAL  ASSOCIATION, 

Albany,  Georgia,  and  Trust  Company  Bank  of  Coffee  County,  Douglas,  Georgia 

_ Names  of  institutions  and  type  of  transaction  Totai  as$ets 

Trust-Company  Bank  of  South  Georgia,  National  Association,  Albany,  Georqia  (1 4907).  with  Mq7  on  non 

and  Trust  Company  Bank  of  Coffee  County,  Douglas,  Georgia,  with  V  1  . .  $387,1 29,000 

merged  July  1 ,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  503,532,000 


BANK  SOUTH,  NATIONAL  ASSOCIATION, 

Atlanta,  Georgia,  and  The  Citizens  Bank,  Gainesville,  Georgia 


_ Names  of  institutions  and  type  of  transaction  Tota,  assets 

Bank  South,  National  Association,  Atlanta,  Georgia  (9617),  with .  "  ~{-  ogo  nnn 

and  The  Citizens  Bank,  Gainesville,  Georgia,  with .  .  $5,530,263,000 

merged  July  22,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  ! j 5,629,207,000 


UPTOWN  NATIONAL  BANK  OF  MOLINE, 

Moline,  Illinois,  and  First  Bank  and  Trust  Company,  Cairo,  Illinois 


- - - - - - : _ .  . . . 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Uptown  National  Bank  of  Moline,  Moline,  Illinois  (14717)  with 

and  First  Bank  and  Trust  Company,  Cairo,  Illinois  with  .  $50, 106,000 

merged  June  1,  1994,  under  charter  14717  and  title  “Midamerica  Bank,  National  Association.” 

The  merged  bank  at  date  of  merger  had 

★  *  * 


FIRST  NATIONAL  BANK  IN  SHAWNEETOWN, 

Shawneetown,  Illinois,  and  First  National  Bank  in  Golconda,  Golconda,  Illinois,  and  First  National  Bank  in 
Elizabethtown,  Elizabethtown.  Illinois 


Names  of  institutions  and  type  of  transaction 

First  National  Bank  in  Shawneetown,  Shawneetown,  Illinois  (14265),  with 
and  First  National  Bank  in  Golconda,  Golconda,  Illinois  (14173),  with 
and  First  National  Bank  in  Elizabethtown,  Elizabethtown,  Illinois  (22264)  with 

merged  July  1 ,  1994,  under  charter  14265  and  title  “Illinois  One  Bank,  National  Association  ” 
The  merged  bank  at  date  of  merger  had 


$32,410,000 

28,376,000 

15,335,000 

76,121,000 


Affiliated  mergers  include  mergers,  consolidations,  and  purchase  and  assumptions  of  affiliated 
tional  bank. 


institutions,  where  the  resulting  bank  is  a  na- 
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THE  FIRST  NATIONAL  BANK  OF  CHICAGO, 

Chicago,  Illinois,  and  Lake  Shore  National  Bank,  Chicaqo,  Illinois,  and  Bank  of  Hinsdale,  Hinsdale, 

Illinois 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois  (8)  with 
and  Lake  Shore  National  Bank,  Chicago,  Illinois  (14475)  with 
and  Bank  of  Hinsdale,  Hinsdale,  Illinois,  with 

$34,491 ,000,000 
1,071,000,000 
183,000,000 
35,745,000,000 

merged  July  9,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

it  *  it 

THE  CITIZENS  NATIONAL  BANK  OF  EVANSVILLE, 

Evansville,  Indiana,  and  First  Bank  and  Trust  Company  of  Oakland  Citv.  Oakland  Citv.  Indiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Citizens  National  Bank  of  Evansville,  Evansville,  Indiana  (2188)  with 

and  First  Bank  and  Trust  Company  of  Oakland  City,  Oakland  City,  Indiana  with 

merged  August  30,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$1,243,271,000 
31 ,486,000 
1,274,757,000 

*  it  * 

UMB  NATIONAL  BANK  OF  AMERICA  AT  S ALINA, 

Salina,  Kansas,  and  UMB  Russell  State  Bank,  Russell,  Kansas,  and  UMB  Security  State  Bank,  Great  Bend, 
Kansas,  and  UMB  Citizens  Bank  and  Trust  Company,  Manhattan,  Kansas,  and  UMB — First  Bank  and  Trust, 
National  Association,  Concordia,  Kansas,  and  UMB  Farmers  National  Bank,  Abilene,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

UMB  National  Bank  of  America  at  Salina,  Salina,  Kansas  (4945),  with . 

and  UMB  Russell  State  Bank,  Russell,  Kansas,  with . 

and  UMB  Security  State  Bank,  Great  Bend,  Kansas,  with . 

and  UMB  Citizens  Bank  and  Trust  Company,  Manhattan,  Kansas,  with  . 

and  UMB — First  Bank  and  Trust,  National  Association,  Concordia,  Kansas  (7683),  with . 

and  UMB  Farmers  National  Bank,  Abilene,  Kansas  (8379),  with . 

merged  July  1  under  charter  4945  and  title  “UMB  National  Bank  of  America.”  The  merged  bank  at  date  of  merger  had  .  . .  . 

$129,933,000 
87,313,000 
69,320,000 
106,968,000 
72,201 ,000 
59,948,000 
525,683,000 

★  it  it 

FIRST  UNITED  NATIONAL  BANK  AND  TRUST  COMPANY, 

Great  Bend,  Kansas,  and  The  Home  State  Bank,  Kinsley,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  United  National  Bank  and  Trust  Company,  Great  Bend,  Kansas  (11707),  with . 

anH  Tho  Wnmo  Rtato  Rank  KinQlpv  Kan<^a^  with  . 

$96,759,000 

17,919,000 

merged  September  26,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

114,660,000 

FIRST  AMERICAN  BANK,  NATIONAL  ASSOCIATION, 

Lenexa,  Kansas,  and  The  Home  State  Bank  of  Kansas  City,  Kansas  City,  Kansas,  and  The  Wyandotte  Bank, 
Kansas  City,  Kansas,  and  The  Edwardsville  Bank,  Edwardsville,  Kansas 


Names  of  institutions  and  type  of  transaction 

Total  assets 

First  American  Bank,  National  Association,  Lenexa,  Kansas  (22015),  with . . 

and  The  Home  State  Bank  of  Kansas  City,  Kansas  City,  Kansas,  with . 

...  $25,536,000 

....  109,118.000 

...  62.883,000 

and  The  Wyandotte  bariK,  rxansas  ouy,  ixariodo,  wim . 

.  31.918,000 

and  The  Edwardsville  banK,  towarasviue,  r\d iioao,  wmi .  . .  w 

merged  September  26,  1994,  under  charter  22015  and  title  “Bank  Midwest  of  Kansas,  National  Association. 

.  228,922,000 
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HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  First  Commercial  Bank,  Franklin,  Louisiana 

Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with  .  $4,654,136,000 

and  First  Commercial  Bank,  Franklin,  Louisiana,  with .  165i433!ooo 

merged  July  1 ,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4,819i569'ooO 

★  ★  ★ 

HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  First  National  Bank  of  West  Monroe,  West  Monroe,  Louisiana,  and  Southern 
National  Bank  at  Tallulah,  Tallulah,  Louisiana  

Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with .  $4,784,076,000 

and  First  National  Bank  of  West  Monroe,  West  Monroe,  Louisiana  (1 4685),  with .  1 5s|736!ooO 

and  Southern  National  Bank  at  Tallulah,  Tallulah,  Louisiana  (14716),  with .  66^247^000 

merged  August  1 ,  1994,  under  charter  13688  and  title  “Hibernia  National  Bank.”  The  merged  bank  at  date  of  merger  had  .  .  5,009]059!000 

*  *  * 

HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  First  National  Bank  of  Jefferson  Parish,  Gretna,  Louisiana 

Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with  .  $5,009,059,000 

and  First  National  Bank  of  Jefferson  Parish,  Gretna,  Louisiana  (13732),  with .  399^91 2JD00 

merged  August  1,  1994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,408,971,000 

★  *  * 

THE  FIRST  NATIONAL  BANK  OF  BOSTON, 

Boston,  Massachusetts,  and  Mechanics  Bank,  Worcester,  Massachusetts,  and  Multibank  West,  Pittsfield, 
Massachusetts 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Boston,  Boston,  Massachusetts  (200),  with .  $27,712,439,000 

and  Mechanics  Bank,  Worcester,  Massachusetts,  with .  410,192^000 

and  Multibank  West,  Pittsfield,  Massachusetts,  with .  617,006,000 

merged  June  10,  1994,  under  charter  200  and  title  “The  First  National  Bank  of  Boston.” 

The  merged  bank  at  date  of  merger  had  .  28,739,637,000 

*  ★  ★ 

FLEET  BANK  OF  MASSACHUSETTS,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  Sterling  Bank,  Waltham,  Massachusetts 

Names  of  institutions  and  type  of  transaction  Total  assets 

Fleet  Bank  of  Massachusetts,  National  Association,  Boston,  Massachusetts  (18677),  with .  $8,245,000,000 

and  Sterling  Bank,  Waltham,  Massachusetts,  with .  1 ,024,000,000 

merged  August  15,  1994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  9,269,000,000 

★  *  * 

NORWEST  BANK  MINNESOTA  WEST,  NATIONAL  ASSOCIATION, 

Moorhead,  Minnesota,  and  First  National  Bank  of  Detroit  Lakes,  Detroit  Lakes,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Minnesota  West,  National  Association,  Moorhead,  Minnesota  (13297),  with .  $349,361 ,000 

and  First  National  Bank  of  Detroit  Lakes,  Detroit  Lakes,  Minnesota  (13075),  with .  76,942,000 

merged  July  8,  1994,  under  charter  13075  and  title  “Norwest  Bank  Minnesota  West,  National  Association.” 

The  merged  bank  at  date  of  merger  had .  426,303,000 
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THE  FIRST  NATIONAL  BANK  OF  ELMORE, 

Elmore,  Minnesota,  and  Farmers  State  Bank  of  Delavan,  Delavan,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Elmore,  Elmore,  Minnesota  (5377),  with .  $19,077,000 

and  Farmers  State  Bank  of  Delavan,  Delavan,  Minnesota,  with  .  7  274  000 

merged  August  22,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  26,1 46,000 


FIRST  NATIONAL  BANK, 

Fulda,  Minnesota,  and  First  National  Bank,  Hastings,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank,  Fulda,  Minnesota  (21793),  with .  $38,710,000 

and  First  National  Bank,  Hastings,  Minnesota  (496),  with .  45J64JX)0 

merged  September  10,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  80,249,000 


*  *  * 

MERCANTILE  BANK  OF  ST.  LOUIS,  NATIONAL  ASSOCIATION, 

St.  Louis,  Missouri,  and  United  Postal  Savings  Association,  St.  Louis,  Missouri 


Names  of  institutions  and  type  of  transaction  Total  assets 


Mercantile  Bank  of  St.  Louis,  National  Association,  St.  Louis,  Missouri  (21684),  with .  $5,039,509,000 

and  United  Postal  Savings  Association,  St.  Louis,  Missouri,  with .  1 ,256,451 ,000 

merged  August  16,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  6,206,1 10,000 


it  *  it 

THE  BOONE  COUNTY  NATIONAL  BANK  OF  COLUMBIA, 
Columbia,  Missouri,  and  South  County  Bank,  Ashland,  Missouri 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Boone  County  National  Bank  of  Columbia,  Columbia,  Missouri  (1 770),  with .  $465,710,000 

and  South  County  Bank,  Ashland,  Missouri,  with .  17,817,000 

merged  July  25,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  484,839,000 


COMMERCE  BANK  OF  KANSAS  CITY,  NATIONAL  ASSOCIATION, 

Kansas  City,  Missouri,  and  Commercial  Bank  of  Liberty,  National  Association,  Liberty,  Missouri 


Names  of  institutions  and  type  of  transaction  Total  assets 


Commerce  Bank  of  Kansas  City,  National  Association,  Kansas  City,  Missouri  (1 5985),  with .  $2,248,363,000 

and  Commercial  Bank  of  Liberty,  National  Association,  Liberty,  Missouri  (13875),  with .  93,035,000 

merged  September  1,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,345,1 15,000 


★  *  * 


MIDATLANTIC  NATIONAL  BANK, 

Newark,  New  Jersey,  and  Continental  Bank,  Norristown,  New  Jersey 


Names  of  institutions  and  type  of  transaction 

Total  assets 

ii  _i  r-> _ t.  loreaw  \A/ith  .  $10,072,127,000 

Miaanamic  iNauunai  Ddim,  iNcwam,  ixcv»  . . 

and  Continental  Bank,  Norristown,  New  Jersey,  with . 

merged  August  27  1 994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  3,767,522.000 

.  13,743,284,000 
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STATE  BANK  AND  TRUST,  NATIONAL  ASSOCIATION, 
Tulsa,  Oklahoma,  and  Westar  Bank,  Tulsa,  Oklahoma 


Names  of  institutions  and  type  of  transaction  Total  assets 


State  Bank  and  Trust,  National  Association,  Tulsa,  Oklahoma  (18368),  with .  $309,788,000 

and  Westar  Bank,  Tulsa,  Oklahoma,  with .  42*488  000 

merged  September  24,  1994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  352,276,000 


UNION  PLANTERS  BANK  OF  MIDDLE  TENNESSEE,  NATIONAL  ASSOCIATION, 
Nashville,  Tennessee,  and  First  Citizens  Bank,  Franklin,  Tennessee 


Names  of  institutions  and  type  of  transaction  Total  assets 


Union  Planters  Bank  of  Middle  Tennessee,  National  Association,  Nashville,  Tennessee  (22761),  with .  $967,247,000 

and  First  Citizens  Bank,  Franklin,  Tennessee,  with  . .  37  590  000 

merged  September  1,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 ,005,1 73,000 


★  *  ★ 


FIRST  INTERSTATE  BANK  OF  TEXAS,  NATIONAL  ASSOCIATION, 

Houston,  Texas,  and  First  Interstate  Trust  Company  of  Texas,  Houston,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  Interstate  Bank  of  Texas,  National  Association,  Houston,  Texas  (17612),  with .  $5,364,090,000 

and  First  Interstate  Trust  Company  of  Texas,  Houston,  Texas,  with .  500^000 

merged  June  15,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,364,590,000 


FIRST  NATIONAL  BANK  OF  GRAPEVINE, 

Grapevine,  Texas,  and  Bedford  National  Bank,  Bedford,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  of  Grapevine,  Grapevine,  Texas  (12708),  with .  $1 54,264,000 

and  Bedford  National  Bank,  Bedford,  Texas  (17429),  with .  52io26!ooO 

merged  August  8,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  202,646,000 


HUNTINGTON  BANK  CHARLESTON,  NATIONAL  ASSOCIATION, 

Charleston,  West  Virginia,  and  Huntington  Bank  Huntington,  National  Association,  Huntington,  West  Virginia 


Names  of  institutions  and  type  of  transaction  Total  assets 


Huntington  Bank  Charleston,  National  Association,  Charleston,  West  Virginia  (13509),  with .  $572,831 ,000 

and  Huntington  Bank  Huntington,  National  Association,  Huntington,  West  Virginia  (14706),  with .  195,377,000 

merged  June  24,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  772,1 28,000 


HUNTINGTON  NATIONAL  BANK  WEST  VIRGINIA, 

Morgantown,  West  Virginia,  and  Huntington  Bank  Charleston,  National  Association,  Charleston,  West  Virginia 


Names  of  institutions  and  type  of  transaction  Total  assets 


Huntington  National  Bank  West  Virginia,  Morgantown,  West  Virginia  (1 4396),  with .  $1 ,350,303,000 

and  Huntington  Bank  Charleston,  National  Association,  Charleston,  West  Virginia  (13509),  with .  773,047,000 

merged  August  19,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,1 23,350,000 
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BANK  ONE,  WEST  VIRGINIA,  HUNTINGTON,  NATIONAL  ASSOCIATION, 

Huntington,  West  Virginia,  and  Bank  One,  West  Virginia,  Beckley,  National  Association,  Beckley,  West  Virginia, 
and  Bank  One,  West  Virginia,  Boone,  National  Association,  Madison,  West  Virginia,  and  Bank  One,  West  Virginia, 
Buckhannon,  National  Association,  Buckhannon,  West  Virginia,  and  Bank  One,  West  Virginia,  Charles  Town, 
Charles  Town,  West  Virginia,  and  Bank  One,  West  Virginia,  Charleston,  National  Association,  Charleston,  West 
Virginia,  and  Bank  One,  West  Virginia,  Clarksburg,  National  Association,  Clarksburg,  West  Virginia,  and  Bank 
One,  West  Virginia,  Lincoln,  National  Association,  Hamlin,  West  Virginia,  and  Bank  One,  West  Virginia,  Logan, 
National  Association,  Logan,  West  Virginia,  and  Bank  One,  West  Virginia,  Nicholas  County,  Summersville,  West 
Virginia,  and  Bank  One,  West  Virginia,  Philippi,  National  Association,  Philippi,  West  Virginia,  and  Bank  One,  West 
Virginia,  St.  Albans,  National  Association,  St.  Albans,  West  Virginia,  and  Bank  One,  West  Virginia,  Wayne 
County,  Wayne,  West  Virginia,  and  Bank  One,  West  Virginia,  Williamson,  National  Association,  Williamson,  West 
Virginia 

Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  One,  West  Virginia,  Huntington,  National  Association,  Huntington,  West  Virginia  (3106),  with . 

and  Bank  One,  West  Virginia,  Beckley,  National  Association,  Beckley,  West  Virginia  (18123),  with . 

and  Bank  One,  West  Virginia,  Boone,  National  Association,  Madison,  West  Virginia  (6510),  with . 

and  Bank  One,  West  Virginia,  Buckhannon,  National  Association,  Buckhannon,  West  Virginia  (13646),  with 

and  Bank  One,  West  Virginia,  Charles  Town,  Charles  Town,  West  Virginia,  with . 

and  Bank  One,  West  Virginia,  Charleston,  National  Association,  Charleston,  West  Virginia  (3236),  with  .  . . 
and  Bank  One,  West  Virginia,  Clarksburg,  National  Association,  Clarksburg,  West  Virginia  (7681),  with  .  . . 

and  Bank  One,  West  Virginia,  Lincoln,  National  Association,  Hamlin,  West  Virginia  (8171),  with . 

and  Bank  One,  West  Virginia,  Logan,  National  Association,  Logan,  West  Virginia  (13954),  with . 

and  Bank  One,  West  Virginia,  Nicholas  County,  Summersville,  West  Virginia,  with . 

and  Bank  One,  West  Virginia,  Philippi,  National  Association,  Philippi,  West  Virginia  (14053),  with . 

and  Bank  One,  West  Virginia,  St.  Albans,  National  Association,  St.  Albans,  West  Virginia  (17987),  with  .  . . 

and  Bank  One,  West  Virginia,  Wayne  County,  Wayne,  West  Virginia,  with . 

and  Bank  One,  West  Virginia,  Williamson,  National  Association,  Williamson,  West  Virginia  (10067),  with  . . 
merged  September  30,  1994,  under  charter  3106  and  title  “Bank  One,  West  Virginia,  National  Association.” 
The  merged  bank  at  date  of  merger  had . 


★  ★  * 

FIRSTAR  BANK  MILWAUKEE,  NATIONAL  ASSOCIATION, 

Milwaukee,  Wisconsin,  and  Firstar  Bank  Racine,  Racine,  Wisconsin 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Firstar  Bank  Milwaukee,  National  Association,  Milwaukee,  Wisconsin  (64),  with . 

and  Firstar  Bank  Racine,  Racine,  Wisconsin,  with . 

merged  July  15,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  $5,000,300,000 

.  119,293,000 

.  5.000.400,000 

*  *  ★ 

NORWEST  BANK  WISCONSIN,  NATIONAL  ASSOCIATION, 

Milwaukee.  Wisconsin,  and  Norwest  Bank  Wisconsin  Waupun,  National  Association,  Waupun,  Wisconsin 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Norwest  Bank  Wisconsin,  National  Association,  Milwaukee,  Wisconsin  (15057),  with . 

and  Norwest  Bank  Wisconsin  Waupun,  National  Association,  Waupun,  Wisconsin  (22632),  with . 

merqed  August  26,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  $1,454,504,000 

.  51,933.000 

.  1.506.437,000 

$548,629,000 
389,185,000 
131,328,000 
216,668,000 
71 ,729,000 
484,699,000 
316,044,000 
69,364,000 
170,672,000 
94,921,000 
63,787,000 
84,986,000 
90,037,000 
71 ,379,000 

2,803,428,000 


Affiliated  Mergers  (thrift) 


FIRST  UNION  NATIONAL  BANK  OF  FLORIDA, 

Jacksonville,  Florida,  and  BancFlorida,  F.S.B.,  Naples,  Florida 


JdWSUllvmt!,  nunua,  anu  — • .  ■  —  >  - - - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

.  $27,778,116,000 

i-irsi  union  National  oaimui  nwiua,  v  . .  . .  _  nnr. 

-i  i-,-  r-  o  D  kl-nlac  Clr>rirla  »A/ith  .  1.52/  419.000 

dllU  DdllLr  IUI  lUd,  r.O.D.,  . . 

merged  August  1  1994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

.  29.414.920.000 
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FIRST  OF  AMERICA  BANK— METRO  SOUTHWEST,  NATIONAL  ASSOCIATION, 

Kankakee,  Illinois,  and  La  Grange  Federal  Savings  and  Loan  Association,  La  Grange,  Illinois _ 

_ _ Names  of  institutions  and  type  of  transaction  Total  assets 

First  of  America  Bank— Metro  Southwest,  National  Association,  Kankakee,  Illinois  (21812),  with .  $644,065,000 

and  La  Grange  Federal  Savings  and  Loan  Association,  La  Grange,  Illinois,  with. .  408^033,000 

merged  May  1 ,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1,056,000,000 

h  *  ★ 

FIRST  FIDELITY  BANK,  NEW  YORK,  NATIONAL  ASSOCIATION, 

Riverdale,  New  York,  and  Mid-Hudson  Savings  Bank,  F.S.B.,  Fishkill,  New  York _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Fidelity  Bank,  New  York,  National  Association,  Riverdale,  New  York  (22558),  with .  $2,666,1 15,000 

and  Mid-Hudson  Savings  Bank,  F.S.B.,  with .  52i  277  000 

merged  August  19,1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  3,333,1 48,000 

*  *  * 

M&l  MID-STATE  BANK,  NATIONAL  ASSOCIATION, 

Stevens  Point,  Wisconsin,  and  Valley  Bank  Western,  F.S.B.,  Sparta,  Wisconsin _ 

_ Names  of  institutions  and  type  of  transaction  Total  assets 

M&l  Mid-State  Bank,  National  Association,  Stevens  Point,  Wisconsin  (3001),  with .  $379  823  000 

and  Valley  Bank  Western,  F.S.B.,  Sparta,  Wisconsin,  with . '  '  96’981  !ooO 

merged  September  1 ,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  428,951 ,000 

★  *  * 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  September  30,  1993  and  September  30,  1994 

(Dollar  amounts  in  millions) 


Assets 

Cash  and  balances  due  from  depository  institutions: 
Noninterest-bearing  balances  and  currency  and  coin 

Interest  bearing  balances  . 

Securities  not  in  trading  account* . 

Federal  funds  sold  and  securities  purchased  under  agreements  to 
resell . 

Loans  and  leases  net  of  unearned  income . 

Less  allowance  for  loan  and  lease  losses . 

Less  allocated  transfer  risk  reserve  . 

Net  loans  and  leases . 

Premises  and  fixed  assets  . 

Other  real  estate  owned . 

All  other  assets**  . 

Total  assets . 


Liabilities 

Deposits: 

Noninterest-bearing  deposits  in  domestic  offices . 

Interest-bearing  deposits  in  domestic  offices  . 

Total  domestic  deposits  . 

Total  foreign  deposits . 

Total  deposits . 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase . 

Demand  notes  issued  to  U.S.  Treasury . 

Other  borrowed  money . 

Subordinated  notes  and  debentures . 

All  other  liabilities** . 

Total  liabilities . 

Limited-life  preferred  stock . 

Equity  Capital 

Perpetual  preferred  stock . 

Common  stock  . 

Surplus  . 

Net  undivided  profits  and  capital  reserves . 

Cumulative  foreign  currency  translation  adjustments . 

Total  equity  capital . 

Total  liabilities,  limited-life  preferred  stock,  and  equity  capital 


September  30, 
1993 

September  30, 
1994 

Change 

September  30.  1993- 
September  30.  1994 
fully  consolidated 

Consolidated 

Consolidated 

foreign  and 
domestic 

foreign  and 
domestic 

Amount 

Percent 

$114,939 

$115,585 

646 

0.56 

44,652 

52,372 

7,720 

17.29 

430,591 

428,766 

-1,825 

-0.42 

89,464 

82,292 

-7,171 

-8.02 

1,237,332 

1 ,334,364 

97,031 

7.84 

32,548 

31,280 

-1,268 

-3.90 

203 

4 

-199 

-98.10 

1,204,581 

1,303,080 

98,498 

8  18 

32,289 

33,152 

862 

2.67 

13,050 

7,579 

-5,471 

-41.92 

130,896 

181,101 

50,205 

38.36 

2,060,462 

2,203,927 

143,464 

6.96 

308,443 

305,902 

-2,541 

-0.82 

1,027,813 

1,012,969 

-14,844 

-1.44 

1,336,255 

1,318,871 

-17,385 

-1.30 

211,107 

255,992 

44,885 

21.26 

1,547,362 

1,574,863 

27,501 

1.78 

162,135 

183,707 

21,572 

13.30 

20,691 

13,440 

-7,251 

-35.05 

78,803 

116,880 

38,077 

48.32 

24,314 

25,218 

904 

3.72 

66,361 

117,796 

51,435 

77.51 

1,899,666 

2,031,903 

132,237 

6.96 

1 

1 

0 

NM 

168 

118 

-49 

-29.47 

16,987 

17,135 

148 

0  87 

71,054 

75,585 

4,530 

6.38 

73,334 

79,844 

6,510 

888 

-748 

-659 

89 

-11.88 

160,795 

172,022 

1 1 ,228 

6  98 

2,060,462 

2,203,927 

143,464 

696 

^Beglnn?rlgmifia,1994Ul  securities  classified  by  banks  as  "held-to-maturity  are  valued  at  their  amortized  cost,  and  securities  classified  as 

“avaiiahlp-fnr-aalp"  are  valued  at  their  current  fair  value.  ,  ,  , , 

‘^Beginning  in  1994,  trading  account  assets,  which  are  included  in  all  other  assets,  are  liabilities  are  reported  separately  and  included  in  all 

other  liabilities. 
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Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national  banks,  September  30,  1994 

(Dollar  amounts  in  millions) 


Consolidated 
foreign  and 
domestic 

Percent 

distribution 

Interest  income: 

Interest  and  fee  income  on  loans  .  .  . 

$82,265.84 

74.5 

Income  from  lease  financing  receivables  .  .  . 

1,678.82 

1.5 

Interest  income  on  balances  due  from  depository  institutions 

2,357.36 

2.1 

Interest  and  dividend  income  on  securities  .... 

18,964.12 

17.2 

Interest  income  from  assets  held  in  trading  accounts 

2,470.98 

2.2 

Interest  income  from  federal  funds  sold  and  securities  purchase  agreements 

to  resell . 

2,649.94 

2.4 

Total  interest  income . 

110,387.07 

100.0 

Interest  expense: 

Interest  on  deposits  . 

33,121.14 

69.2 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 

repurchase . 

5,133.94 

10.7 

Interest  on  demand  notes  issued  to  the  U.S.  Treasury  and  on  other  borrowed  money 

8,382.46 

17.5 

Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases  . 

68.72 

0.1 

Interest  on  notes  and  debentures  subordinated  to  deposits 

1,137.24 

2.4 

Total  interest  expense  .... 

47,843.51 

100.0 

Net  interest  income . 

62,543.55 

Provision  for  loan  and  lease  losses  .  . 

4,221.25 

Provision  for  allocated  transfer  risk  . 

-9.52 

Noninterest  income: 

Service  charges  on  deposit  accounts 

7,115.72 

20.9 

Other  noninterest  income  .  .  . 

26,975.47 

79.1 

Total  noninterest  income  . 

34,091.19 

100.0 

Gains  and  losses  on  securities  not  held  in  trading  accounts  .  . 

254.03 

Noninterest  expense: 

Salaries  and  employee  benefits  .  . 

25,668.93 

41.4 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income)  . 

8,178.89 

13.2 

Other  noninterest  expense  .  . 

28,099.62 

45.4 

Total  noninterest  expense  . 

61,947.44 

100.0 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments*  .  . 

30,729.60 

Applicable  income  taxes . 

10,499.71 

Income  before  extraordinary  items  and  other  adjustments  .... 

20,202.26 

Extraordinary  items  and  other  adjustments,  net  of  taxes . 

-38.73 

Net  Income . 

20,163.53 

Total  cash  dividends  declared**  . 

10,894.44 

Recoveries  credited  to  allowance  for  possible  loan  losses  . 

2,855.56 

Losses  charged  to  allowance  for  possible  loan  losses  . 

7,207.70 

Net  loan  losses . 

4,352.15 

*The  subcomponents  of  income  before  taxes  and  extraordinary  items  do  not  add  to  the  reported  total  because  the  data  is  preliminary. 
"Banks  with  assets  of  less  than  $100  million  report  this  item  only  in  their  December  Report  of  Income. 

Note:  Preliminary  year-to-date  data. 
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Loans  of  national  banks,  by  state,  September  30,  1994 


(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Domestic  offices 

Total 
loans  at 
foreign 
offices 

Loans 
secured 
by  real 
estate 

Loans  to 
farmers 

Commercial 

and 

industrial 

loans 

Loans 

to 

individuals 

Other 

loans 

All  national  banks 

$1,337,548 

$525,027 

$16,403 

$287,930 

$252,778 

$103,894 

$151,515 

Alabama . 

7,762 

3,915 

57 

1,890 

1,343 

556 

0 

Alaska . 

1,930 

893 

0 

580 

327 

123 

7 

Arizona  . 

16,346 

6,215 

339 

1,943 

6,534 

1,315 

0 

Arkansas  . 

7,188 

3,764 

334 

1,240 

1,655 

195 

0 

California  . 

151,166 

71,413 

2,068 

22,745 

15,495 

9,843 

29,600 

Colorado  . 

13,979 

6,211 

471 

2,353 

3,868 

1,076 

0 

Connecticut . 

14,274 

8,051 

3 

3,705 

1,214 

1,301 

0 

Delaware  . 

23,442 

535 

5 

132 

22,369 

153 

248 

District  of  Columbia . 

3,815 

2,598 

0 

616 

192 

223 

187 

Florida . 

62,405 

36,033 

224 

8,875 

14,025 

3,003 

245 

Georgia . 

38,740 

14,903 

153 

10,856 

9,993 

2,835 

0 

Hawaii . 

220 

143 

0 

65 

9 

3 

0 

Idaho  . 

4,191 

1,471 

331 

628 

1,604 

158 

0 

Illinois . 

53,653 

20,782 

913 

16,113 

8,618 

4,661 

2,566 

Indiana  . 

28,246 

13,243 

409 

5,284 

7,623 

1,687 

0 

Iowa . 

9,339 

3,330 

721 

1,710 

3,291 

288 

0 

Kansas  . 

8,294 

3,464 

926 

1,798 

1,879 

227 

0 

Kentucky  . 

14,391 

6,444 

158 

3,081 

3,568 

1,141 

0 

Louisiana  . 

11,632 

4,915 

139 

2,657 

3,357 

565 

0 

Maine . 

1,606 

1,032 

4 

365 

168 

37 

0 

Maryland  . 

17,868 

8,942 

15 

3,617 

2,561 

2,422 

312 

Massachusetts  . 

41,741 

14,150 

8 

14,358 

2,498 

2,468 

8,260 

Michigan  . 

32,829 

12,055 

98 

10,248 

6,887 

2,398 

1,144 

Minnesota . 

28,202 

11,153 

686 

7,906 

3,958 

4,311 

188 

Mississippi . 

5,953 

2,849 

164 

1,283 

1,411 

245 

0 

Missouri . 

19,894 

8,684 

286 

5,580 

3,771 

1,573 

0 

Montana . 

2,344 

934 

231 

430 

709 

40 

0 

Nebraska . 

9,633 

3,160 

1,478 

1,516 

3,170 

310 

0 

Nevada  . 

9,973 

1,019 

10 

182 

8,706 

57 

0 

New  Hampshire . 

2,249 

823 

0 

52 

1,364 

11 

0 

New  Jersey . 

49,294 

26,977 

44 

1 1,440 

5,665 

5,041 

128 

New  Mexico . 

4,181 

2,245 

113 

577 

1,134 

111 

0 

New  York  . 

201,846 

41,170 

182 

25,875 

11,943 

17,227 

105,448 

North  Carolina . 

46,821 

19,279 

329 

15,661 

3,924 

6,232 

1,395 

North  Dakota  . 

2,448 

1,105 

324 

512 

461 

46 

0 

Ohio . 

76,789 

29,524 

375 

16,940 

24,272 

5,593 

87 

Oklahoma . 

9,897 

4,408 

600 

2,610 

1,970 

308 

0 

Oregon  . 

Pennsylvania  . 

Rhode  Island  . 

12,890 

3,837 

266 

4,136 

3,061 

1,562 

2  / 

75,641 

7,501 

31,160 

3,053 

128 

0 

24,506 

2,903 

9,163 

386 

9,393 

1,159 

1,290 

0 

South  Carolina . 

14,927 

9,196 

46 

2,371 

2,556 

758 

0 

South  Dakota . 

13,536 

1,110 

489 

1,745 

10,082 

109 

0 

Tennessee  . 

24,106 

11,624 

142 

6,257 

4,518 

1 ,565 

0 

Texas 

74,846 

31,003 

1,787 

23,127 

13,303 

5,294 

333 

Utah  .  ■  • 

7,027 

3,425 

130 

1,153 

1,822 

497 

0 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

1,622 

22,617 

21,845 

7,738 

17,180 

1,053 

10,614 

8,434 

4,363 

7,675 

5 

105 

702 

13 

289 

307 

4,260 

5,842 

1,152 

4,436 

183 

4,320 

5,881 

1,978 

3,576 

74 

3,318 

957 

232 

1,181 

0 

0 

28 

0 

23 

Wyoming 

Puerto  Rico . 

939 

555 

368 

282 

97 

2 

174 

140 

285 

129 

14 

3 

0 

0 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000 
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Deposits  of  national  banks,  by  state,  September  30,  1994 


All  national  banks 
Alabama . 


Total 

Total 

demand 

Money 

All  other 

deposits 

deposits  at 

All 

market 

Large 

deposits  at 

at 

domestic 

NOW 

deposit 

time 

domestic 

foreign 

offices 

accounts 

accounts 

deposits 

offices 

offices 

$299,656 

$162,647 

$263,751 

$101,704 

$491,113 

$255,992 

1,481 

948 

1,411 

994 

3,527 

189 

937 

282 

474 

299 

946 

0 

4,842 

2,381 

6,064 

1,040 

6,091 

0 

2,095 

2,051 

1,351 

1,232 

4,776 

0 

37,614 

15,279 

41,037 

8,098 

35,490 

30,873 

5,485 

3,644 

4,181 

823 

6,292 

42 

4,360 

2,065 

2,734 

1,643 

6,904 

407 

415 

137 

2,473 

3,135 

3,019 

938 

1,626 

1,155 

2,035 

390 

1,308 

291 

15,560 

8,969 

18,505 

7,225 

30,062 

648 

8,350 

5,138 

6,391 

2,642 

14,016 

638 

63 

34 

32 

37 

104 

0 

702 

560 

616 

267 

1,646 

0 

14,282 

7,225 

9,182 

7,689 

26,379 

12,522 

5,811 

4,577 

4,568 

1,888 

13,960 

403 

1,943 

1,636 

1,667 

560 

5,002 

0 

1,981 

2,154 

1,945 

885 

5,791 

0 

2,807 

2,619 

1,624 

1,072 

6,838 

1,231 

4,471 

2,650 

2,903 

2,336 

7,657 

81 

265 

250 

211 

87 

959 

0 

6,319 

2,719 

3,688 

1,125 

9,126 

983 

8,382 

3,748 

7,284 

2,335 

10,687 

10,572 

7,711 

2,865 

7,155 

2,679 

14,437 

3,949 

7,724 

3,702 

5,720 

1,483 

9,736 

1,114 

1,751 

1,452 

1,476 

815 

3,461 

0 

6,289 

3,812 

5,548 

1,053 

9,595 

234 

611 

541 

609 

132 

1,122 

0 

1,810 

1,761 

1,302 

1,557 

5,884 

0 

1,091 

636 

1,058 

327 

1,010 

0 

113 

135 

364 

598 

887 

0 

14,041 

8,178 

9,438 

3,142 

30,667 

1,445 

1,252 

1,213 

1,000 

549 

2,546 

0 

26,886 

6,750 

26,236 

8,028 

22,432 

156,160 

8,225 

3,596 

6,882 

2,915 

12,254 

13,395 

492 

580 

428 

168 

1,413 

0 

14,303 

9,216 

9,381 

3,858 

37,089 

6,738 

3,057 

2,552 

2,096 

1,796 

6,288 

37 

3,549 

2,239 

2,975 

326 

4,261 

23 

16,253 

7,438 

14,510 

5,498 

31,319 

7,549 

1,042 

584 

1,534 

1,035 

2,716 

1,282 

2,991 

2,817 

2,743 

1,176 

6,198 

34 

968 

609 

1,426 

797 

3,017 

0 

5,873 

3,811 

5,584 

2,585 

12,447 

343 

24,284 

16,224 

19,364 

10,389 

34,916 

2,850 

1,845 

1,244 

1,496 

229 

3,241 

96 

266 

254 

461 

59 

790 

0 

5,251 

3,443 

4,707 

1,729 

12,372 

0 

6,313 

2,774 

6,074 

807 

5,206 

118 

1,457 

1,499 

820 

519 

5,815 

0 

3,863 

2,061 

2,691 

1,089 

8,590 

807 

478 

356 

288 

143 

625 

0 

75 

81 

9 

423 

201 

0 

Total 

consolidated 

deposits 


$1,574,863 


Alaska . 

Arizona  . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut  .  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia 
Hawaii  . 
Idaho  . 
Illinois  .  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  .  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 

New  Jersey  .  . 
New  Mexico  .  . 
New  York  .  .  . 
North  Carolina  . 
North  Dakota  . 

Ohio . 

Oklahoma  .  .  . 
Oregon  .... 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee 
Texas  .  . 

Utah  .  .  . 
Vermont  . 
Virginia 
Washington 
West  Virginia 
Wisconsin  . 


Wyoming 
Puerto  Rico 


Note  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000 


8,549 

2,938 

20,417 

11,505 

168,391 

20,467 

18,112 

10,117 

6,804 

80,969 

37,177 

271 

3,790 

77,279 

31,208 

10,808 

12,757 

16,190 

20,098 

1,772 

23,961 

43,007 

38,795 

29,479 

8,955 

26,530 

3,015 

12,314 

4,122 

2,098 

66,911 

6,560 

246,492 

47,266 

3,081 

80,586 

15,826 

13,374 

82,567 

8,193 

15,959 

6,817 

30,643 

108,027 

8,152 

1,831 

27,501 

21,292 

10,110 

19,102 

1,891 

789 
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Interest  income  of  national  banks,  by  state,  September  30,  1994 

(Dollar  amounts  in  millions) 


Interest 
and  fees 
on  loans 


Income 

from 

lease 

financing 


Interest  due 
from  other 
depository 
institutions 


Interest 

and 

dividends  on 
securities 

Interest 
from  trading 
account 
assets 

Interest 
from  federal 
funds 

transactions 

Total 

interest 

income 

$18,964 

$2,471 

$2,650 

$110,387 

144 

0 

9 

604 

64 

0 

2 

199 

255 

1 

21 

1,412 

200 

0 

9 

617 

1,230 

305 

167 

10,333 

338 

0 

30 

1,194 

398 

0 

14 

1,186 

63 

0 

8 

2,199 

104 

0 

27 

357 

877 

0 

149 

4,728 

415 

4 

60 

2,704 

2 

0 

0 

16 

22 

9 

2 

268 

910 

125 

217 

4,411 

405 

0 

36 

2,095 

208 

0 

13 

811 

242 

0 

14 

763 

200 

0 

23 

1,041 

421 

0 

19 

1,150 

16 

0 

2 

112 

360 

2 

59 

1,490 

479 

58 

99 

3,424 

608 

7 

44 

2,550 

318 

8 

107 

2,003 

184 

0 

13 

549 

453 

5 

61 

1,640 

41 

0 

4 

200 

160 

0 

15 

848 

73 

0 

5 

831 

25 

0 

1 

310 

768 

6 

102 

3,746 

113 

4 

13 

384 

2,102 

1,669 

497 

22,950 

592 

182 

195 

3,431 

42 

0 

2 

185 

917 

1 

139 

5,954 

311 

0 

11 

908 

103 

8 

20 

914 

1,273 

21 

51 

5,303 

105 

0 

14 

563 

225 

0 

38 

1,130 

48 

0 

4 

1,207 

430 

19 

28 

1,867 

1,685 

4 

209 

5,913 

96 

26 

27 

586 

18 

0 

0 

117 

379 

0 

15 

1,675 

65 

4 

9 

1,400 

185 

0 

8 

654 

232 

1 

36 

1,290 

46 

0 

2 

106 

17 

0 

1 

56 

— 

All  national  banks 


Alabama . 

Alaska . 

Arizona . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut  .  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  .  . 
Idaho  .  . 
Illinois  .  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 

New  Jersey  .  . 
New  Mexico  .  . 
New  York  .  .  . 
North  Carolina  . 
North  Dakota 

Ohio . 

Oklahoma  .  .  . 

Oregon  .  .  .  . 

Pennsylvania 
Rhode  Island 

South  Carolina  . 
South  Dakota  . 
Tennessee  .  .  . 

Texas  . 

Utah . 

Vermont  .  .  .  . 

Virginia  .  .  .  . 

Washington  .  . 
West  Virginia 
Wisconsin  .  .  . 


$82,266 


$1,679 


$2,357 


Wyoming 
Puerto  Rico 


441 

133 

1,089 

404 

8,193 

796 

769 

2,119 

214 

3,632 

2,166 

13 

233 

2,892 

1,613 

587 

498 

799 

703 

95 

1,048 

2,621 

1,837 

1,528 

348 

1,103 

154 

670 

749 

284 

2,731 

250 

16,841 

2,337 

141 

4,742 

580 

743 

3,783 

385 

866 

1,153 

1,370 

3,960 

423 

98 

1,268 

1,304 

460 

1,003 

58 

38 


9 

1 

46 

2 

213 

9 

1 

6 

0 

9 

46 

0 

3 

22 

37 

2 

6 

19 

2 

0 

11 

75 

19 

40 

1 

14 

0 

1 

1 

0 

99 

2 

472 

77 

0 

149 

1 

42 

97 

58 

0 

1 

12 

23 

14 

0 

3 

18 

1 

16 

0 

0 


1 

0 

1 

2 

224 

21 

4 

3 
11 
61 

14 

0 

0 

245 

4 
1 
3 
1 

5 
0 

11 

92 

36 

3 

4 

4 
0 
1 
2 
0 

40 

2 

1,369 

49 

0 

5 
3 
0 

79 

1 

1 

1 

9 

31 

1 

0 

9 

0 

1 

2 

1 

0 


Note:  Preliminary  year 


■to-date  data.  Zeros  indicate  amounts  of  less  than  $500,000. 
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Noninterest  income  of  national  banks,  by  state,  September  30,  1994 

(Dollar  amounts  in  millions) 


All  national  banks 


Service 
charges  on 
deposit 
accounts 


$7,116 


Alabama  . 

39 

Alaska  ... 

14 

Arizona  . 

128 

Arkansas 

48 

California  .  . 

1,083 

Colorado  ... 

121 

Connecticut  .  .  . 

81 

Delaware  .  . 

5 

District  of  Columbia  .  . 

35 

Florida  .... 

443 

Georgia . 

273 

Hawaii . 

1 

Idaho  . 

23 

Illinois  .  . 

298 

Indiana  .  .  . 

124 

Iowa . 

43 

Kansas  .  .  . 

58 

Kentucky  .  .  . 

66 

Louisiana  ... 

116 

Maine  .... 

6 

Maryland 

168 

Massachusetts  . 

147 

Michigan  .  . 

154 

Minnesota 

140 

Mississippi  .  . 

43 

Missouri  .... 

138 

Montana  .  .  . 

14 

Nebraska  .  . 

47 

Nevada  .  .  . 

23 

New  Hampshire 

2 

New  Jersey 

277 

New  Mexico  . 

34 

New  York 

380 

North  Carolina  .... 

214 

North  Dakota  .  . 

10 

Ohio  .... 

313 

Oklahoma  .  . 

86 

Oregon  ... 

121 

Pennsylvania 

325 

Rhode  Island 

19 

South  Carolina  .  . 

94 

South  Dakota 

14 

Tennessee 

166 

Texas  .  . 

711 

Utah 

52 

Vermont 

7 

Virginia 

130 

Washington 

169 

West  Virginia  .... 

27 

Wisconsin 

79 

Wyoming 

6 

Puerto  Rico  . 

2 

Gains 
(losses) 
on  foreign 
exchange 
transactions 


$1,090 


Gains 
(losses) 
on  fees  from 
assets  in 
trading 
accounts 


$1,069 


Other 

noninterest 

income 

+ 

extraordinary 

items 


$24,778 


3 

1 

81 

0 

0 

30 

2 

2 

235 

0 

4 

93 

246 

47 

2,274 

1 

0 

285 

0 

2 

249 

0 

0 

2,384 

0 

1 

86 

6 

2 

618 

1 

4 

460 

0 

0 

1 

0 

-3 

21 

25 

15 

627 

1 

1 

282 

0 

0 

192 

1 

1 

83 

0 

1 

112 

0 

3 

164 

0 

0 

13 

2 

2 

216 

37 

19 

657 

10 

4 

392 

9 

-4 

667 

0 

1 

58 

6 

24 

264 

0 

0 

31 

0 

0 

171 

0 

0 

1,096 

0 

0 

165 

2 

6 

425 

0 

-1 

56 

656 

682 

4,307 

12 

145 

619 

0 

0 

19 

11 

-1 

1,298 

2 

5 

122 

1 

7 

315 

28 

5 

1,304 

0 

0 

198 

0 

1 

99 

-2 

0 

1,494 

1 

78 

402 

16 

11 

1,150 

0 

-2 

116 

0 

0 

13 

0 

0 

242 

9 

10 

292 

0 

0 

55 

2 

0 

236 

0 

0 

9 

0 

0  

1 

Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500,000 


Gains 
(losses) 
on  assets 
not  in 
trading 
accounts 


$254 


1 

0 

-7 

2 

-16 

-1 

-6 

0 

2 

11 

-1 

0 

-0 

-4 

-2 

30 

4 

-1 

-23 

0 

12 

-2 

6 

-34 

7 

6 

-3 

2 

0 

0 

16 

0 

287 

-4 

1 

-1 

-1 

-5 

-27 

7 

1 

1 

17 

-17 

-1 

-1 

4 

-3 

4 

-4 

-3 

0 


Total 
noninterest 
income  and 
gains  (losses) 
on  assets  not 
in  trading 
accounts 


$34,307 


126 

44 

359 

146 

3,635 

407 

326 

2,389 

123 

1,080 

737 

2 

41 

961 

405 

265 

146 

179 

260 

19 

400 

858 

565 

778 

109 

437 
41 

220 

1,120 

166 

726 

89 

6,311 

987 

30 

1,620 

213 

438 
1,635 

224 

195 

1,507 

664 

1,872 

165 

18 

375 

475 

85 

313 

13 

4 
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Interest  expense  of  national  banks,  by  state,  September  30,  1994 

(Dollar  amounts  in  millions) 


All  national  banks 

Alabama . 

Alaska . 

Arizona  . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut . 

Delaware  . 

District  of  Columbia . 

Florida . 

Georgia . 

Hawaii  , . 

Idaho . 

Illinois . 

Indiana  . 

Iowa . 

Kansas  . 

Kentucky  . 

Louisiana . 

Maine . 

Maryland  . 

Massachusetts  . 

Michigan  . 

Minnesota . 

Mississippi . 

Missouri . 

Montana . 

Nebraska . 

Nevada  . 

New  Hampshire . 

New  Jersey . 

New  Mexico . 

New  York  . 

North  Carolina . 

North  Dakota  . 

Ohio . 

Oklahoma . 

Oregon  . 

Pennsylvania  . 

Rhode  Island  . 

South  Carolina . 

South  Dakota . 

Tennessee  . 

Texas  . 

Utah . 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

Wyoming 

Puerto  Rico . 

Note:  Preliminary  year-to-date 


Interest 

on 

deposits 

$33,121 

209 

46 

315 

222 

2,642 

323 

276 

266 

112 

1,343 

735 

4 

76 

1,571 

654 

228 

263 

336 

349 

41 

396 

935 

788 

491 

179 

501 

52 

278 

67 

54 

1,045 

121 

8,938 

925 

65 

1,531 

325 

197 

1,412 

174 

308 

177 

614 

1,828 

146 

39 

580 

305 

209 

380 

33 

19 


Expense  of 
federal 
funds 

transactions 

Interest  on 
Treasury 
demand  notes 
and 

other  borrowed 
money 

Interest 

on 

mortgage 

and 

capitalized 

leases 

Interest 

on 

subordinated 

notes 

and 

debentures 

Total 

interest 

expense 

$5,134 

$8,382 

$69 

$1,137 

$47,843 

36 

9 

0 

2 

256 

12 

0 

0 

0 

58 

27 

96 

1 

11 

449 

8 

4 

0 

0 

234 

164 

395 

9 

191 

3,401 

48 

2 

2 

2 

376 

153 

31 

1 

1 

463 

50 

348 

2 

27 

692 

15 

2 

0 

1 

130 

263 

33 

2 

9 

1,650 

292 

45 

1 

27 

1,100 

0 

0 

0 

0 

4 

-  21 

4 

0 

2 

102 

222 

125 

17 

79 

2,013 

130 

43 

0 

0 

827 

47 

33 

0 

2 

310 

27 

14 

0 

0 

304 

71 

16 

0 

3 

426 

38 

9 

0 

0 

396 

3 

2 

0 

0 

46 

113 

39 

1 

4 

553 

194 

612 

1 

32 

1,773 

127 

127 

2 

25 

1,068 

145 

80 

2 

6 

724 

32 

3 

0 

0 

214 

131 

43 

3 

4 

681 

5 

0 

0 

1 

59 

17 

5 

2 

5 

306 

12 

125 

0 

0 

204 

15 

13 

0 

0 

82 

100 

12 

1 

24 

1,182 

16 

4 

0 

0 

140 

475 

4,707 

6 

419 

14,544 

437 

381 

3 

39 

1,784 

3 

1 

0 

1 

70 

347 

210 

3 

68 

2,160 

32 

12 

0 

1 

371 

36 

32 

0 

5 

270 

303 

370 

1 

52 

2,138 

38 

35 

0 

4 

251 

130 

13 

0 

5 

457 

53 

130 

0 

5 

365 

95 

41 

1 

6 

756 

336 

65 

87 

17 

3 

0 

42 

3 

2,296 

231 

4 

3 

0 

0 

46 

78 

27 

1 

10 

696 

46 

18 

2 

14 

385 

22 

6 

0 

0 

236 

97 

19 

1 

8 

505 

6 

0 

0 

0 

39 

0 

0 

0 

2  .. 

21 

data.  Zeros  indicate  amounts  of  less  than  $500,000. 


109 


Noninterest  and  other  expense  of  national  banks,  by  state,  September 

(Dollar  amounts  in  millions) 


30,  1994 


Wyoming 
Puerto  Rico 


0 

0 


1,870 
14 
167 
2,651 
1,300 
569 
464 
618 
744 


Georgia 
Hawaii 
Idaho 
Illinois  . 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri  . 
Montana  . 
Nebraska 
Nevada  . 

New  Hampshire 

New  Jersey 
New  Mexico 
New  York 
North  Carolina 
North  Dakota 
Ohio  . 
Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 

South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington  . 
West  Virginia 
Wisconsin  .  . 


8 

4 

26 

43 

133 

200 

380 

1,025 

224 

292 

727 

2,077 

170 

222 

470 

1,556 

153 

228 

751 

1,645 

36 

51 

107 

333 

102 

174 

360 

1,048 

14 

20 

69 

156 

60 

90 

206 

577 

28 

306 

584 

1,201 

3 

55 

210 

306 

285 

217 

976 

2,565 

30 

38 

89 

258 

1,477 

1,018 

3,895 

12,193 

228 

255 

741 

2,037 

12 

18 

37 

110 

319 

607 

1,813 

4,143 

65 

62 

221 

591 

92 

129 

290 

856 

478 

529 

1,246 

3,762 

32 

91 

122 

390 

71 

116 

290 

649 

36 

297 

1,082 

1,860 

136 

183 

522 

1,404 

613 

483 

1,471 

4,462 

30 

61 

188 

413 

9 

6 

29 

74 

165 

116 

369 

1,095 

131 

191 

407 

1,142 

34 

69 

118 

364 

90 

124 

304 

843 

6 

8 

24 

60 

4 

2 

11  . 

29 

Note  Preliminary  year-to-date  data.  Zeros  indicate  amounts  of  less  than  $500,000. 
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Value  of  securities  not  in  trading  account  at  domestic  offices  of  national  banks,  by  state,  September  30,  1994* 

(Dollar  amounts  in  millions) 


U.S. 

Other  U.S. 

Securities 

government 

government 

issued  by 

U.S. 

issued  or 

agency 

states  and 

Other 

guaranteed 

and 

political 

domestic 

Foreign 

Treasury 

certificates  of 

corporation 

subdivisions 

debt 

debt 

Equity 

securities 

participation 

obligations 

in  the  U.S. 

securities 

securities 

securities 

All  national  banks 

$130,966 

$98,297 

$102,610 

$34,024 

$28,633 

$1,098 

$7,754 

Alabama . 

559 

449 

1,618 

464 

59 

10 

44 

Alaska . 

881 

37 

334 

195 

173 

0 

14 

Arizona  . 

1,680 

1,402 

2,179 

109 

839 

1 

46 

Arkansas  . 

1,500 

450 

1,819 

718 

132 

0 

45 

California  . 

3,899 

7,150 

5,813 

722 

2,890 

27 

525 

Colorado  . 

2,097 

3,006 

1,187 

466 

410 

0 

69 

Connecticut . 

1,991 

4,113 

198 

20 

1,403 

6 

65 

Delaware  . 

1,148 

71 

346 

18 

297 

1 

44 

District  of  Columbia . 

884 

697 

578 

32 

474 

2 

28 

Florida . 

7,663 

2,938 

4,931 

1,322 

1,559 

38 

381 

Georgia . 

5,358 

2,303 

1,430 

1,220 

526 

80 

184 

Hawaii . 

32 

0 

13 

1 

0 

0 

2 

Idaho . 

180 

70 

196 

33 

46 

0 

25 

Illinois . 

6,404 

3,239 

6,611 

3,357 

1,343 

18 

357 

Indiana  . 

1,554 

3,422 

2,147 

1,237 

511 

2 

136 

Iowa . 

960 

1,596 

874 

601 

115 

0 

88 

Kansas  . 

1,565 

1,104 

2,161 

720 

115 

2 

74 

Kentucky  . 

1,996 

383 

970 

851 

215 

0 

84 

Louisiana  . 

4,086 

2,904 

2,352 

310 

174 

3 

105 

Maine . 

168 

63 

93 

18 

27 

0 

15 

Maryland  . 

3,617 

1,106 

3,101 

615 

211 

4 

142 

Massachusetts  . 

3,388 

3,476 

2,008 

86 

1,157 

94 

296 

Michigan  . 

1,773 

7,088 

3,145 

1,280 

567 

61 

122 

Minnesota . 

1,411 

3,037 

945 

801 

377 

5 

180 

Mississippi . 

1,173 

270 

1,714 

617 

108 

1 

30 

Missouri . 

4,161 

1,650 

2,827 

836 

807 

3 

62 

Montana . 

113 

480 

112 

63 

13 

0 

14 

Nebraska . 

1,261 

433 

979 

640 

50 

0 

62 

Nevada  . 

530 

385 

520 

13 

234 

0 

22 

New  Hampshire . 

109 

68 

49 

7 

15 

1 

9 

New  Jersey . 

7,165 

5,146 

3,442 

1,406 

1,424 

59 

207 

New  Mexico . 

641 

721 

1,124 

218 

70 

0 

28 

New  York  . 

7,753 

3,438 

3,026 

3,012 

1,104 

428 

1,804 

North  Carolina . 

10,325 

1,133 

491 

1,108 

318 

1 

80 

North  Dakota  . 

139 

383 

234 

65 

4 

0 

18 

Ohio . 

6,200 

5,305 

6,073 

1,911 

1,939 

18 

314 

Oklahoma . 

2,488 

1,305 

2,589 

776 

182 

1 

132 

Oregon  . 

Pennsylvania  . 

Rhode  Island  . 

597 

5,096 

1,115 

475 

7,078 

1,149 

557 

12,917 

0 

291 

1,726 

12 

56 

3,946 

40 

0 

89 

4 

19 

528 

50 

South  Carolina . 

2,574 

1,115 

1,316 

281 

31 

3 

51 

South  Dakota . 

179 

669 

82 

126 

9 

0 

43 

Tennessee  . 

2,889 

1,718 

4,498 

962 

232 

3 

1 65 

Texas 

14,540 

10,253 

9,498 

1,915 

2,331 

60 

364 

Utah 

454 

248 

1,016 

255 

149 

0 

219 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

105 

3,012 

345 

886 

1,892 

129 

2,393 

303 

398 

1,018 

128 

1,376 

302 

1,606 

777 

28 

509 

233 

542 

1,182 

2 

1,253 

76 

191 

348 

0 

65 

0 

0 

9 

20 

118 

123 

67 

123 

Wyoming  . 

Puerto  Rico . 

326 

105 

446 

86 

192 

120 

71 

25 

73 

7 

0 

0 

8 

3 

'Beginning  in  1994  securities  classified  by  banks  as  “held-to-maturity"  are  val  as  "available-for-sale"  are  valued  at  their  current  fair  value 
Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,00 


111 


Selected  off-balance  sheet  items  at  national  banks,  by  state,  September  30,  1994 


(Dollar  amounts  in  millions) 


Unused 

commitments 

Letters 

of 

credit 

Securities 

lent 

Mortgages 
transferred 
to  FNMA  and 
FHLMC 
with  recourse 

Notional 
value  of 
swap 
contracts 

When-Issued 
securities 
and  futures 
and 
forward 
contracts 

Written  and 
purchased 
options 
contracts 

All  national  banks 

$1,092,981 

$99,817 

$24,705 

$5,684 

$1,720,259 

$4,397,163 

$1,328,280 

Alabama . 

3,090 

315 

70 

27 

699 

11 

5 

Alaska . 

616 

13 

0 

0 

267 

15 

0 

Arizona  . 

34,942 

328 

171 

7 

5,768 

18 

351 

Arkansas  . 

1,487 

80 

0 

0 

0 

29 

5 

California  . 

95,183 

15,804 

6,767 

72 

352,030 

880,906 

112,459 

Colorado  . 

9,071 

322 

180 

0 

3,467 

23 

19 

Connecticut . 

9,387 

1,031 

0 

131 

5,023 

7,312 

2,335 

Delaware  . 

178,079 

1 

0 

0 

9,394 

153 

2,929 

District  of  Columbia . 

917 

81 

0 

0 

503 

43 

801 

Florida . 

28,748 

2,002 

68 

224 

8,495 

3,071 

5,350 

Georgia . 

39,318 

3,027 

0 

47 

11,216 

792 

1,687 

Hawaii . 

75 

2 

0 

0 

0 

0 

0 

Idaho  . 

1,372 

40 

0 

0 

771 

1,423 

2,617 

Illinois . 

45,370 

4,530 

155 

3 

163,264 

376,047 

105,075 

Indiana  . 

14,166 

1,138 

567 

9 

6,238 

455 

1,065 

Iowa . 

8,558 

215 

255 

0 

351 

3 

10 

Kansas  . 

3,459 

122 

6 

11 

151 

20 

0 

Kentucky  . 

3,485 

414 

15 

22 

1,379 

2 

165 

Louisiana . 

4,794 

268 

73 

25 

705 

7 

207 

Maine . 

399 

14 

0 

0 

185 

0 

92 

Maryland  . 

7,028 

1,166 

127 

15 

6,727 

822 

1,381 

Massachusetts  . 

27,131 

2,904 

14 

61 

20,080 

57,174 

50,998 

Michigan  . 

22,686 

1,701 

66 

102 

6,604 

4,003 

587 

Minnesota . 

14,780 

1,674 

358 

57 

5,529 

4,964 

2,299 

Mississippi . 

1,568 

117 

294 

0 

460 

212 

700 

Missouri . 

10,567 

1,047 

302 

0 

4,105 

2,051 

140 

Montana . 

1,129 

39 

24 

0 

50 

0 

0 

Nebraska . 

10,221 

120 

0 

0 

285 

0 

0 

Nevada  . 

19,435 

63 

0 

0 

7,497 

2,262 

11,372 

New  Hampshire . 

6,089 

12 

0 

0 

625 

0 

344 

New  Jersey . 

11,604 

1,358 

1,150 

22 

13,744 

2,798 

3,596 

New  Mexico . 

811 

39 

0 

4 

316 

1,707 

1,458 

New  York  . 

114,387 

35,193 

3,808 

3,570 

825,325 

2,848,140 

693,676 

North  Carolina . 

33,407 

4,605 

0 

28 

81,418 

142,122 

279,804 

North  Dakota  . 

693 

18 

11 

0 

25 

0 

0 

Ohio . 

77,723 

3,674 

122 

63 

61,378 

2,617 

15,259 

Oklahoma . 

2,940 

286 

0 

21 

262 

14 

0 

Oregon  . 

13,347 

455 

0 

0 

2,461 

1,256 

295 

Pennsylvania  . 

38,132 

7,130 

2,286 

324 

41,274 

24,343 

9,480 

Rhode  Island  . 

3,672 

278 

0 

0 

9,001 

508 

176 

South  Carolina . 

3,947 

246 

30 

77 

851 

48 

16 

South  Dakota . 

105,850 

46 

68 

0 

7,387 

2,263 

9,749 

Tennessee  . 

10,070 

1,126 

247 

626 

3,850 

1,937 

25 

Texas  . 

35,431 

3,403 

7,152 

59 

22,710 

2,786 

5,133 

Utah . 

3,260 

218 

0 

3 

1,195 

3,526 

3,793 

Vermont . 

431 

28 

0 

0 

5 

3 

11 

Virginia  . 

8,708 

1,199 

69 

21 

5,741 

55 

51 

Washington . 

15,082 

1,251 

18 

0 

1 1 ,292 

21,059 

342 

West  Virginia  . 

1,362 

75 

77 

0 

1,235 

0 

0 

Wisconsin . 

8,682 

583 

152 

51 

8,923 

160 

2,425 

Wyoming 

184 

13 

3 

0 

0 

1 

0 

Puerto  Rico . 

110 

2 

0 

0 

0 

0 

0 

Swap,  futures  and  forward,  and  option  contracts  include  interest  rate,  foreign  exchange,  and  commodities  and  equities  contracts, 
f  Jote  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000. 
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Outstanding  balances,  credit  cards  and  related  plans,  by  state,  September  30,  1994 

(Dollar  amounts  in  thousands) 


Alabama . 

Alaska . 

Arizona  . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut  .  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Credit  cards  and  other 


Total 


related  credit  plans 


number  of 


Number  of 


Outstanding 


All  national  banks 


national  banks 

3,145 


national  banks 

2,064 


volume 

$101,200,090 


49 

4 

13 

76 

131 

132 
12 
16 
15 

118 


29 

3 

11 

32 

118 

115 

10 

16 

12 

70 


226,550 

63,914 

3,469,577 

213,379 

9,417,459 

1,617,702 

44,382 

22,432,529 

60,607 

3,988,530 


Georgia 
Hawaii  . 
Idaho  . 
Illinois  . 
Indiana 
Iowa  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  . 


71 

2 

6 

275 

61 

81 

133 

75 

36 

7 


55 
2 
6 

174 

56 
59 
47 
47 
20 

6 


4,590,236 

3,462 

136,328 

1,624,656 

1,429,945 

1,843,196 

580,337 

249,726 

561,926 

30,005 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .  .  .  . 
Montana  .  .  .  . 
Nebraska  .  .  . 
Nevada  .  .  .  . 
New  Hampshire 


23 

22 

49 

135 

26 

61 

31 

102 

7 

7 


20 

18 

37 

107 

13 

43 

24 

55 

5 

5 


409,642 

225,416 

1,294,627 

1,300,299 

106,522 

730,293 

204,896 

1,676,319 

8,418,889 

1,286,850 


New  Jersey  . 
New  Mexico  . 
New  York  .  . 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma  .  . 
Oregon  .  .  . 
Pennsylvania 
Rhode  Island 


38 

32 

71 

15 

26 

122 

125 

7 

128 

2 


South  Carolina  . 
South  Dakota  . 
Tennessee  .  .  . 

Texas  . 

Utah . 

Vermont  .  .  .  . 
Virginia  .  .  .  . 
Washington  .  . 
West  Virginia 
Wisconsin  .  .  . 


24 

21 

46 
486 

8 

9 

34 

20 

47 
86 


Wyoming  . 

Puerto  Rico . 

Note:  Preliminary  end-of-quarter  data. 


33 

500,434 

21 

71,184 

52 

6,341,205 

14 

387,139 

22 

91,555 

100 

7,897,679 

62 

165,931 

7 

1,508,562 

85 

1,159,328 

2 

64,929 

24 

197,656 

14 

8,283,947 

28 

808,042 

207 

1,039,180 

7 

220,892 

6 

65,441 

22 

1,060,462 

19 

2,073,600 

22 

106,204 

82 

886,534 

19 

17,281 

1 

14,706 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks,  by  state,  September  30,  1994 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Type  of  loan 

All  real 
estate 

Commercial  and 
industrial1 

Personal2 

Leases 

Other 

loans3 

Total 

loans 

To  non-U.  S. 
addresses 

All  national  banks 

3,145 

$8,067 

$3,222 

$6,482 

$184 

$612 

$18,567 

$817 

Alabama . 

49 

32 

8 

29 

0 

0 

69 

0 

Alaska . 

4 

18 

8 

7 

0 

2 

34 

0 

Arizona  . 

13 

61 

22 

160 

1 

8 

253 

1 

Arkansas  . 

76 

43 

20 

24 

0 

1 

87 

0 

California  . 

131 

1,219 

327 

404 

4 

68 

2,021 

45 

Colorado  . 

132 

59 

37 

41 

0 

1 

139 

0 

Connecticut . 

12 

140 

24 

34 

0 

8 

206 

0 

Delaware  . 

16 

9 

5 

636 

1 

0 

650 

0 

District  of  Columbia . 

15 

20 

7 

4 

0 

13 

44 

2 

Florida . 

118 

457 

83 

193 

0 

11 

744 

7 

Georgia . 

71 

169 

100 

100 

1 

8 

378 

0 

Hawaii . 

2 

2 

2 

0 

0 

0 

4 

0 

Idaho  . 

6 

15 

4 

20 

0 

2 

41 

0 

Illinois . 

275 

367 

176 

220 

2 

27 

791 

1 

Indiana  . 

61 

143 

73 

176 

7 

7 

405 

0 

Iowa . 

81 

28 

23 

76 

0 

2 

129 

0 

Kansas  . 

133 

39 

35 

32 

1 

4 

111 

0 

Kentucky  . 

75 

76 

51 

62 

3 

6 

198 

0 

Louisiana . 

36 

42 

30 

71 

0 

3 

146 

0 

Maine . 

7 

14 

3 

2 

0 

0 

19 

0 

Maryland  . 

23 

77 

22 

35 

0 

10 

144 

0 

Massachusetts  . 

22 

245 

75 

70 

2 

8 

400 

18 

Michigan  . 

49 

277 

125 

114 

2 

19 

538 

0 

Minnesota . 

135 

106 

97 

52 

2 

7 

264 

0 

Mississippi . 

26 

27 

11 

21 

0 

1 

60 

0 

Missouri . 

61 

111 

97 

61 

0 

3 

272 

0 

Montana . 

31 

12 

11 

12 

0 

7 

42 

0 

Nebraska . 

102 

22 

30 

75 

1 

5 

133 

0 

Nevada  . 

7 

9 

1 

373 

0 

0 

384 

0 

New  Hampshire . 

7 

13 

1 

39 

0 

0 

52 

0 

New  Jersey . 

38 

717 

236 

130 

18 

59 

1,160 

0 

New  Mexico . 

32 

34 

8 

20 

0 

0 

62 

0 

New  York  . 

71 

1,264 

567 

1,211 

59 

142 

3,243 

690 

North  Carolina . 

15 

137 

48 

30 

5 

3 

223 

0 

North  Dakota  . 

26 

7 

9 

9 

0 

1 

25 

0 

Ohio . 

122 

364 

152 

589 

11 

49 

1,165 

0 

Oklahoma . 

125 

61 

41 

31 

0 

3 

136 

0 

Oregon  . 

7 

29 

5 

36 

7 

2 

80 

0 

Pennsylvania  . 

128 

476 

118 

279 

40 

65 

978 

38 

Rhode  Island  . 

2 

67 

31 

19 

8 

0 

125 

0 

South  Carolina . 

24 

86 

27 

32 

0 

1 

146 

0 

South  Dakota . 

21 

9 

32 

345 

0 

4 

391 

0 

Tennessee  . 

46 

107 

41 

85 

2 

11 

247 

0 

Texas  . 

486 

399 

167 

225 

1 

21 

813 

14 

Utah . 

8 

35 

13 

23 

0 

2 

73 

0 

Vermont . 

9 

15 

15 

3 

0 

0 

34 

0 

Virginia  . 

34 

103 

52 

76 

0 

3 

234 

0 

Washington . 

20 

109 

61 

77 

1 

10 

257 

1 

West  Virginia  . 

47 

68 

26 

44 

0 

1 

140 

0 

Wisconsin . 

86 

113 

66 

68 

4 

2 

253 

0 

Wyoming  . 

21 

8 

3 

4 

0 

0 

15 

0 

Puerto  Rico . 

1r-  _ 

1 

7 

0 

3 

0 

0 

10 

0 

For  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans. 
^For  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
'Does  not  include  banks  with  assets  of  less  than  $300  million. 
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Percent  of  loans  past  due,  by  asset  size  of  national  banks,  September  30,  1994* 


Less 

$300M 

$1B 

Greater 

All 

than 

to 

to 

than 

national 

$300M 

$1B 

$10B 

$10B 

banks 

Real  estate 

December  1993  .... 

1.57 

1.37 

1.84 

2.23 

1  93 

March  1994  . 

1.81 

1.50 

1.79 

2.11 

1  90 

June  1994  . 

1.45 

1.21 

1.54 

1.76 

1  58 

September  1994  . 

1.39 

1.15 

1.46 

1.60 

1.47 

Commercial  and  industrial! 

December  1993  . 

3.02 

1.84 

1.29 

0.64 

0  95 

March  1994  . 

3.71 

2.27 

1.32 

0.67 

1.02 

June  1994  . 

3.06 

2.00 

1.30 

0.56 

0.91 

September  1994  . 

2.91 

1.91 

1.08 

0.64 

0.89 

Personal! 

December  1993  . 

2.38 

1.99 

3.11 

2.54 

2.70 

March  1994  . 

2.28 

1.89 

2.77 

2.44 

2.49 

June  1994  . 

2.13 

1.98 

2.32 

2.28 

2.25 

September  1994  . 

2.18 

1.91 

2.47 

2.37 

2.34 

Leases 

December  1993  . 

1.09 

0.77 

0.95 

0.49 

0.64 

March  1994  . 

0.79 

0.80 

0.73 

0.46 

0.54 

June  1994  . 

0.59 

0.60 

0.60 

0.81 

0.75 

September  1994  . 

0.86 

0.49 

0.54 

0.68 

0.64 

Other  loans 

December  1993  . 

N/M 

0.38 

0.60 

0.32 

0.36 

March  1994  . 

N/M 

0.43 

1.06 

0.41 

0.50 

June  1994  . 

N/M 

0.33 

0.84 

0.56 

0.57 

September  1994  . 

N/M 

0.31 

0.83 

0.48 

0.51 

Total  loans 

December  1993  . 

1.78 

1.54 

1.99 

1.46 

1.64 

March  1994  . 

2.02 

1.66 

1.91 

1.42 

1.61 

June  1994  . 

1.67 

1.48 

1.66 

1.26 

1.42 

September  1994  . 

1.61 

1.40 

1.64 

1.24 

1.39 

’Past  due  loans  in  each  category  are  stated  as  a  percentage  of  loans  outstanding  of  that  type. 

tFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans. 
$For  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans. 
Note:  Preliminary  end-of-quarter  data. 

NM  =  Not  meaningful. 
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